Google 



This is a digital copy of a book that was preserved for generations on library shelves before it was carefully scanned by Google as part of a project 

to make the world's books discoverable online. 

It has survived long enough for the copyright to expire and the book to enter the public domain. A public domain book is one that was never subject 

to copyright or whose legal copyright term has expired. Whether a book is in the public domain may vary country to country. Public domain books 

are our gateways to the past, representing a wealth of history, culture and knowledge that's often difficult to discover. 

Marks, notations and other maiginalia present in the original volume will appear in this file - a reminder of this book's long journey from the 

publisher to a library and finally to you. 

Usage guidelines 

Google is proud to partner with libraries to digitize public domain materials and make them widely accessible. Public domain books belong to the 
public and we are merely their custodians. Nevertheless, this work is expensive, so in order to keep providing tliis resource, we liave taken steps to 
prevent abuse by commercial parties, including placing technical restrictions on automated querying. 
We also ask that you: 

+ Make non-commercial use of the files We designed Google Book Search for use by individuals, and we request that you use these files for 
personal, non-commercial purposes. 

+ Refrain fivm automated querying Do not send automated queries of any sort to Google's system: If you are conducting research on machine 
translation, optical character recognition or other areas where access to a large amount of text is helpful, please contact us. We encourage the 
use of public domain materials for these purposes and may be able to help. 

+ Maintain attributionTht GoogXt "watermark" you see on each file is essential for in forming people about this project and helping them find 
additional materials through Google Book Search. Please do not remove it. 

+ Keep it legal Whatever your use, remember that you are responsible for ensuring that what you are doing is legal. Do not assume that just 
because we believe a book is in the public domain for users in the United States, that the work is also in the public domain for users in other 
countries. Whether a book is still in copyright varies from country to country, and we can't offer guidance on whether any specific use of 
any specific book is allowed. Please do not assume that a book's appearance in Google Book Search means it can be used in any manner 
anywhere in the world. Copyright infringement liabili^ can be quite severe. 

About Google Book Search 

Google's mission is to organize the world's information and to make it universally accessible and useful. Google Book Search helps readers 
discover the world's books while helping authors and publishers reach new audiences. You can search through the full text of this book on the web 

at |http: //books .google .com/I 




r 

r 



-] '.I 

/ / / / 



INDUSTRIES IN READJUSTMENT 

VoLmiE LXXXn Mabch, 1919 



Bditos: CLYDE I. SWO 

Ammtut EDttw: C. B. CBBltHAH 

AaaocuTi Eoim; H, W. D0D08 

noBUi. Cmwctu THOMAS CONWAT, Jb., A. A. OBBIBCHB, A. R. HATTON. AUO0 B. 

HEBBHEY, E. M. BOFEINB, 8. B. HUEBMER, CABL EZUET, J. P. LICH7EN- 

BEBOEIt. HOSWELL C UcCBEA. B. U. PAT1TO80N, L. 8. ROWE, 

HENRT 8UZSUL0, T. W. TAN ICBTBB. F. D. WATSON, 

JOSEPH K. VILLITB 



BfUor in Charge of (ftu Vo h m f : 
CLYDE L. KING, Ph. D. 



EdUor tn Charge ef Part 17: 
CHARLES E. REITBLL. Ph. D. 



Thx Amkbicas Acadskt or PouncAi. amd Social Scibmcii 
^ / 36th SrsxiiT and Woodland AvBNua 

■^ PHTt.»nim Rit 

1910 



Copyright, 1919, by 
The Amebican AcADxifT of Pouxigal and Social Scddncb 

AU righto 



EUROPEAN AGENTS 

England: P. S. King k Son, Ltd., 2 Great Smith Street, Westminster, London, S. W. 
Fbance: L. Larose, Rue Soufflot, 22, Paris. 

GsRifANT: Mayer k Milller, 2 Prins Louis Ferdinandstrasse, Beriin, N. W. 
Italy: Giomale Degli Economisti, via Monte SaveDo, Palasso Qrsini, Rome. 
Spain: E. Dossat, 9 Plasa de Santa Ana, Madrid . 



CONTENTS 

FAOa 

FOBEW(«D vi 

The Editor. 

PART I— INDUSTRIES IN READJUSTMENT 

INDUSTRIES IN READJUSTMENT 1 

Ernest T. Trigg, President, PhiladelpluA ChAmber of Commeroe. 

FOOD IN THE RECONSTRUCTION PERIOD 7 

J. S. Crutchfield, Vioe-Administimtor, United Stales Food Administmtioii for 
Pennsylvania. 

READJUBTBiENTS IN THE RETAIL GROCERY BUSINESS 11 

A. B. Ross^ Market Expert, Pennsylvania Council of National Defense. 

READJUSTMENT OF AMERICAN INDUSTRIES THROUGH THE DE- 
VELOPMENT OP FOREIGN TRADE 19 

Walter F. Wyman, Cbaixman, Boston Export Round Table. 

THRIFT AND READJUSTMENT 30 

Roy G. Blakey, Associate IVofessor of Economics* Univenity of Minnesota. 

MAKING NATIONAL DEBTS NATIONAL BLESSINGS 89 

Simon N. Patten, FI1.D., Philadelphia* Pa. 

THE READJUSTMENT OF INDUSTRY IN THE UNITED KINGDOM 52 
C. Ddisle Bums, M Jk., London, En^and. 

PART II-OAPITAL AND LABOR IN READJUSTMENT 

HUMANIZING INDUSTRY 83 

Irving Fisher, Yak University. 

THE LABOR ASPECT OF RECONSTRUCTION 91 

Qaience M. WooUey, War Trade Board. 

THE CIVIL SERVICE IN POST-WAR READJUSTMENT 100 

Herbert E. Morgan, of the United States Civil Service Commission. 

RECONSTRUCTION— A SURVEY AND A FORECAST Ill 

A. J. Portenar, U. S. Employment Service, Department of Labor. 

HOW AMERICAN MANUFACTURERS VIEW EMPLOYMENT RELA- 
TIONS 124 

Steven C. Mason* President of the National Associatian of Manufseturcrs. 

PART III'-ECONOMIC UTILIZATION OF INDUSTRIAL EQUIP- 
MENT 

Co&peration Through Gooemment Adminutraii»e Bodies Vernu Comp- 
didon Enfofced Thnmgh the CeurU, 

INTERNATIONAL BUSINESS COOPERATION 185 

Edward A. Filene, Boston, Mass. 

ui 



iv Contents 

THE WORLD-WIDE TREND TOWARD COOPERATION 1« 

Franda H. Sinon, Vioe-Presidait of the Giiazanty Truat Company of New Yoric 

COMBINATIONS FOR EXPORT UNDER THE WEBB ACT 150 

Joseph E. Davies, Attorney-at-Law; and fonner Chairman of the Federal Tnde 
Commiaaion. 

THE TRADE ASSOCUTION AS A FACTOR IN RECONSTRUCTION.. 159 
Franklin D. Jonea, CounaeDor at Law, Waahington, D. C. 

THE FEDERAL TRADE COMMISSION AND THE MEAT-PACKING 

INDUSTRY 170 

William B., Colver, Chairman, Federal Trade Commiaaion. 

THE GOVERNMENT AND THE PACKERS 175 

L. D. H. Weld. Swift & Company, Chicago, 01. 

REGULATION OF THE PERISHABLE FOOD INDUSTRIES AFTER THE 

WAR 183 

G. Harold PowelL General Manager, California Fmit Growen' Exchange. 

WHO SHOULD FIX RESALE PRICES? 180 

Qaudiua Temple Murduaon, Aaaiatant Profeaaor of Economica, Hunter CoOege* 
New York City. 

COMPETITION AND COMBINATION «D1 

B. M. Anderaon, Jr., New York City. 

THE SHERMAN ANTI-TRUST LAW AND READJUSTMENT fl5 

Ruah C. Butler, Chairman, Federal Trade Commiaaion of the Chamber of Com- 
merce of the United States of America. 

THE ADVANTAGE OF PREVENTING UNFAIR COMPETITION THROUGH 

AN ADMINISTRATIVE BODY 281 

W. H. S. Stevena, Ph.D., Waahington, D. C. 

PART IVSTANDABDIZATION OF INDUSTRIAL EQUIPMENT 

ChaHet E. ReiM, PkJ>^ Editor in Charge, 

SUMMARY OF THE WORK OF THE BRITISH ENGINEERING STAND- 

ARDS ASSOCIATION «47 

C. LeMaiatre, Secretary, Britiah Engineering Standards Aaaodation. 

NATIONAL WELFARE THROUGH STANDARDIZED REPORTS OF 

INDUSTRIAL EXPERIENCE 2SS 

John W. Riegel, Univeraity of Pennayivania. 

GRADING AND STANDARDLSATION IN MARKETING FOODS 28S 

W. F. Grephart, Washington University, St. Louis, Mo. 

STANDARDIZATION AND ITS RELATION TO INDUSTRIAL CONCEN- 
TRATION fTl 

Homer Hoyt, Economist, Washingtoi^ D. C. 

THE WORK OF THE BUREAU OF STANDARDS 878 

P. G. Agnew, Physicist, Bureau of Standards, Washington. D. C. 

INDUSTRIAL STANDARDIZATION 2» 

C. A. Adams, Bureau of Standaidsb Washington, D. C, or Harvard University. 



Contents v 

part r—the industrial and financial outlook 
i.essons op war cost finding 800 

William B. Colver, Chainnan, Federal Trade CommisrioiL 

AFTER-WAB READJUSTMENT: RECTIFYING THE PRICE SITUATION ... 306 
Hon. A. C. Miller, Member Federal Reserve Board, Waahington, D. C. 

SANITY IN RECONSTRUCTION LEGISLATION 823 

Hon. Albert C. Ritchie. Chief Council, War Industries Board. 

THE OUTLOOK FOR AMERICA'S INDUSTRIAL FUTURE 330 

W. L. Saunders, IngersoU-Rand Company, New York City. 

SOME THOUGHTS ON OUR SHIPPING POLICY 838 

Hon. Bainbridge Colby, Member United States Shipping Board. 

THE INDUSTRIAL AND COMMERCIAL OUTLOOK 342 

Hon. H. A. Garfield, United States Fuel Administrator. 

SOME PHASES OF FINANCIAL RECONSTRUCTION 847 

Paul M. Warburg, Former Vioe-Govemor of the Federal Reserve Board. 

INDEX 874 



FOREWORD 

Industries are always in a state of readjustment. Hie diang- 
ing ratio in demand and supply, the development of new commodi- 
ties and of new markets, the e£Feets of a changing purchasing 
power of money, progress in marketing and retailing and the 
opening or closing of marketing channels; — ^these and other forces 
in normal times force readjustments in and by industries. The 
rapidity of those adjustments and the risk involved in them are 
greater just now, and hence the topic is of peculiar importance. 
Of special interest is the work of readjustment going on in the 
United Kingdom as typical of the more difficult reconstructioii 
problems of those countries longer at war than was the United 
States. (Part I.) 

For years many social and economic forces have been at work 
to cause a readjustment in the relations between capital and labor 
by creating new social standards as to what purchasing power 
constitutes a fair living wage and a fair opportunity for the expres- 
sion of all the normal human instincts. The securing of these 
standards involves a new bargaining relationship between labor 
and capital. (Fart 11.) 

The world in ideals and in facilities for communication is now 
more nearly a imit than were the colonies at the time of the 
adoption of the American constitution. In the days of the cable 
and the wireless, international business cooperation becomes 
as vital as was national business cooperation to the United 
States but little over a century ago. To meet both national 
and international needs there must be that new relationship 
between governments and business by which the industrial equip- 
ment can find its maximum output at minimiun cost. The spirit 
of Anglo-Saxon industrial institutions is to preserve the usefulness 
of competition. The plane on which competition shall take place 
has been constantly elevated by social concepts of justice. With 
the change in the plane of competition has come a change in its 
form, and hence in the real tests of what constitutes fair competi- 
tion and what is an imreasonable restraint of trade. The com- 
petitive unit is broadening beyond nations, even to include the 
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zones of climate, the favorable locations of continents, and racial 
standards and ideals. This readjustment in the form and field 
of competition is accompanied by a movement to fit form of 
government to the changes in industrial functions by giving to 
administrative bodies wider discretionary powers over competi- 
tion and restraint of trade, in lieu of leaving this function to the 
hardened common and statutory law as enforced in the courts. 
(Partm.) 

The standardization of weights and measures as a prerequisite 
to the free flow of goods between markets has been recognized as 
to certain types of weights and measures. But in that class of 
goods most vital to human welfare — ^foods — ^much remains to 
be done. Internationalizing commerce brings new needs for 
other standards, such as standardization of motors and machine 
parts. In this new field of standardization lie the possibilities of 
a free flow of commodities from one world market to another. 
Such standardization opens to industries possibilities almost as 
large and as revolutionary as those opened up by machinery. The 
same commercial needs that placed in our national constitution a 
provision for nationalizing weights and measures for interstate 
commerce now necessitates world-wide standards to keep inter- 
national conunerce mobile. For this new type of industrial 
standardization the British have a fairly well developed program. 
The American program is in the making. (Part IV.) 

The normaUty of industrial readjustment and the character 
and rapidity of industrial readjustment depends upon the indus- 
trial and financial outlook. To foresee the future is more difficult 
and less certain than recdimting the past. But every worker and 
every business man must be a prophet; or be guided by prophets. 
For it is the business outlook that shapes the business present. 
(Part V.) 

Clyde L. Kino. 



Industries in Readjustment 

By Ernest T. Trigg 

President, Philadelphia Chamber of Commerce 

^T^HE cessation of hostilities in the great European war found 
^ this nation as unprepared for peace as it was for war. 
When the armistice was signed, American industry was reaching 
that condition where production was b^inning to meet the de- 
mands of the nation for war supplies. Industry had responded 
efficiently^ promptly, and with a wonderful spirit of devotion to 
the nation's interest, to the demands which the army and the 
navy made upon it for war suppUes. The various governmental 
agencies established for the purpose of accelerating military in- 
dustry found the ^^eat industrial establishments as well as the 
smaller producing imits eager to help, willing and anxious to make 
all necessary adjustments to further the war program. 

Industrial Economt a War Adjustment 

like the changes which the war brought in the life of much of 
the nation's citizenry, the changes which war brought to industry 
were revolutionary. The adjustments were dictated by the call to 
produce war supplies in quantities unheard of before, to produce 
manufactured products strange and new. So necessary and so 
insistent was the nation's demand, that every manufacturing plant 
in the United States, no matter what its product, though only re- 
motely related to war material, had to heed the call to produce 
war material or materials of public necessity or go out of business. 

New industrial establishments weore organized and existing 
plants were expanded. Vast armies of workers were recruited, 
taken from their everyday pursuits into new and untried occupa- 
tions. Wages were abnormally high on account of the abnormal 
demand for labor. The entire industrial labor fabric was changed. 
Men whose pre-war occupations had been unskilled or semi- 
skilled had to be rapidly trained into the highest type of skilled 
mechanics. The demand for labor, together with the demand 
of the nation for fighting men made necessary the placing of 
women in industry in places heretofore exclusively occupied by 
men. 

3 1 



2 The Annals of the American Acadeict 

AU industry, war as well as that not exclusively producing war 
materials, had to adjust its processes and its output to meet the 
ever increasing shortage of raw materials caused by the extraor- 
dinary wastage in war consumption, the inability to import be- 
cause of the urgent need of shipping for the movement of troops 
and war supplies, and the general shortage of available domestic 
transportation facilities. To intelligently direct such adjust- 
ments, and make such rules as would cause the least inconvenience 
to business, the government through the War Industries Board 
consulted with the manufacturing establishments concerned and 
obtained their views as to methods of economies in consumption 
of raw materials before establishing regulations. In many cases 
where the problems were complex, men standing high in the par- 
ticular industry were drafted to the service of the government for 
the purpose of administering the problems connected with thar 
own business. The shortage of labor also compelled many poli- 
cies of economy in manufacture. 

Interesting as showing the trend of industrial economy are 
some of the regulations made by the War Industries Board which 
tended to conservation of materials in which there was a shortage, 
and a general saving in manufacturing processes. The rule that 
advertising literature should be largely restricted and that pub- 
lications should be reduced in size effected large economies in the 
use of paper of which there was a very limited supply. Reducing 
the number of styles of metal beds and limiting the amount of 
embellishments thereon effected large economies in the use of 
steel and brass. Limiting the number of styles of various kinds of 
agricultural implements effected large economies in use of metals, 
wood and labor which could be profitably used for military pur- 
poses. Limiting the number of package sizes of goods put up in 
containers permitted the transfer of large amounts of raw mate- 
rials to important military uses. 

An important indirect effect of the economies through the 
regulations of the War Industries Board was the resultant saving 
in investment caused by the carrying of smaller stocks by the 
jobbers and the retailers who were not compelled as heretofore to 
carry stocks of large numbers of kinds and sizes. The capital so 
released was largely used for investment in the government's war 
securities, and so became an effective help in the war program. 
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The Change to Peace Production 

November 11, 1918, found the whole industrial war program 
just reaching its peak-load of productive effort. The whole 
country was adjusted to its work. Citizens were being converted 
into fighting men, in large numbers; industry was furnishing the 
materials needed for the war in quantities satisfactory for the 
supply of the armies in the field. The factories, the commerce of 
the nation, were organized for the one big job most effectively and 
most efficiently, when suddenly came the end of hostilities. The 
tremendous wastages of materials in the prosecution of the war 
suddenly ceased, and the nation's industrial fabric was called 
upon to adjust itself to a peace basis. The vast industrial estab- 
lishments exclusively producing war materials were faced with 
the necessity of finding other products which they could manu- 
facture or of dismantling the factories. The change to peace pro- 
duction had to be made quickly because labor had to be taken 
care of in other than war-time pursuits. Every consideration 
forbade the permitting of unemployment. Economic conditions 
made it impossible to immediately reduce the wage scale. Labor 
had adjusted itself to a high wage scale. Its living standards had 
been raised, food and other supplies were high, making impossible a 
reduction in labor's budget. Confronted with the paradox on the 
one side of a large demand for employment by workers which 
under ordinary conditions would have brought about a reduction 
in the labor wage scale, and on the other hand with the necessity 
of keeping the scale high to prevent serious economic and political 
disturbances, industry had to face its task of adjusting^to peace- 
time work. 

In casting about for markets for its goods, industry found them 
very much restricted due to the buying inability of nations who 
had become impoverished through the war. Here also industry 
must feel the pressure of competition from these same countries 
who are the large manufacturing countries of Europe. This com- 
petition will come not only in its own markets but also in the mar- 
kets of the world. The European nations have become through 
the war debtor nations. They are confronted with the driving 
necessity of exchanging raw materials and manufactured products 
for gold. Their soldiers returning from the war must be provided 
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with work, and the starting up of manuf actiue on a huge scale 
becomes imperative in Belgium, England, France and Germany. 

It is now America's problem to nmintain itself as a successful 
competitor in the sale of manufactured products in the markets of 
the world, and to provide the millions of war workers and return- 
ing soldiers with work. Some shifting of labor will have to be 
made. Every economic consideration forbids the retaining in the 
factories of workers who had been drafted for war work from the 
farms. These must be returned to do their part in meeting the 
large shortage in the world's food supply caused by the war. 
Large building projects and public works should be undertaken 
to take care of labor which cannot be used on farm and in factory. 

Industry itself can only survive the strong competition whidi 
she is bound to encounter from abroad by increased efficiency. 
The costs of manufacturing processes must be reduced by doing 
better, quicker and cheaper the things which are necessary to 
produce its goods. Every economy in transportation, in making 
and selling goods must be taken advantage of. Transportation 
problems, selling campaigns and manufactming efficiency must 
be looked at not from a selfish and local angle but must be studied 
from the broad vision of an international viewpoint. Foreign 
markets must be established and held in order to keep the nation's 
flag flying at the masts of American owned and American manned 
ships, and to provide an outlet for the surplus products which 
America must of necessity produce. 

Economy a Peace as Well as a Wab Aim 

The mobilization for war was successful. Why then should not 
a mobilization for peace be made along the lines which the war 
experience has taught are efficient? The war showed the neces- 
sity for the exercise of every economy, and this shotdd be the aim 
in peace times. Intelligent co5peration should exist among 
those engaged in similar industries to prevent the doing of things 
through motives of competition which are extravagant and waste' 
ful and benefit no one. The good work of the War Industries 
Board which pointed out the way for the elimination of useless 
styles and sizes in manufactured products should be perpetuated 
and extended to many industries which were not covered during 
the war. Cheapening of transportation should be effected throu^ 
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the elimination of duplication, and intelligent distribution. In- 
telligent thought should be given to the development of cheaper 
methods of transportation by use of connected waterways, either 
natural or artificial, but their establishment should be considered 
from the viewpoint of the nation as a whole and not from selfish 
and local considerations. Business must receive a larger share of 
the attention of the government. It must be recognized as an 
important factor in the well-being of the nation. But this is not 
intended to suggest government control, or government ownership 
of any of the agencies of business. Monopolies are not necessary 
and competitive conditions should be maintained, and the greatest 
care should be taken that the trend is not toward paternalism. 
Capital and labor should recognize their identity in interest, and 
should so conduct their mutual work that the best results may be 
obtained from all concerned. Labor troubles, whether strikes or 
lockouts, are wasteful, and where they occur reduce the nation's 
capacity and efficiency to successfully compete in its bid for the 
trade of the world. 

How can these things be brought about? During the war, in- 
dustry found that it could solve its new problems itself, for the 
War Industries Board was an agency representing industry and 
its personnel was made up of the industrial leaders of the nation. 
YHiy then should not industry do so now? Let industrial effort 
be directed by the cooperative endeavor of men chosen from its 
own ranks who will consider the problems from a general and 
national viewpoint. Let these men amplify and continue the 
"work so effectively done by the war service committees of the 
various industries organized under the supervision of the Chamber 
of Commerce of the United States of America. 

These organizations should form a point of contact with the 
various governmental agencies either remotely or directly con- 
cerned with industrial processes. They should have a voice in 
the laying out of plans for governmental activities affecting 
industry, whether national, state or civic, and their influence 
should be against the spending of public funds for objects not re- 
garded as helpful to industry in a national sense. They should 
be in a position to suggest that government aid be in a direction 
which is supplemental to the work they themselves might under- 
take, and should insist at all times that there be the closest co- 
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operation between the government and industry, whether affect- 
ing the processes of transportation, the production of raw mate- 
rials and manufactured products, or concerning labor. 

The nation's industries must reaUze that successful competition 
in the world's markets today cannot result from efforts that are 
individualistic, but only from the closest harmony and coopera- 
tion, jfirst in industry itself and then between industry and the 
government. 



Food in the Reconstruction Period 

By J. S. Crutchfield 

Vice-Administrator, United States Food Administration for Pennsylvania * 

T F food played a vital part in wimung the war it occupies rela- 
^ tively an even more important place in bringing about tran- 
quility during the armistice and in the period of reconstruction. 
The drastic food regulations imposed upon our country shortly 
after our entering the war were cheerfully accepted on the assur- 
anoe of Mr. Hoover and the President that the regulations were 
a matter of a military necessity. 

The effectiveness and success of the Food Administration was 
largely due to the fact that it reached every man, woman and 
child in the nation, as well as the men, women and children of the 
Allies and those of the neutral countries dependent upon us. 
The stimulation of industry and business in the United States so 
greatly increased the purchasing power of our people that if they 
had been so inclined they could easily have consumed and paid 
for a large portion of the food that we exported as well as that 
which was used. The stabilization of food prices by the enforce- 
ment of the law requiring middle men to sell all food products 
at cost plus a pre-war profit, without regard to market or replace- 
ment value, would also have encouraged an abnormally large 
consumption were it not for the conservation regulations volun- 
tarily observed by the rank and file of our people. The habit of 
the general public in adapting their diet to those foods which the 
market afforded, as compared with what they ordinarily de^ 
manded, played a large part in bringing about the desired results. 

Reduced Incomes and Food Prices 

In this period of reconstruction the average income of our 
workers is materially reduced and advantage must be taken of 
the habits, acquired of necessity during the war, of substituting 
the use of those foods which are abundant and relatively cheap 
in price for those foodstuffs which under normal conditions we 
have been accustomed to demand. In the exigencies of the pres- 
ent situation there is an urgent demand for statutory regulations 
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that will afford relief. The people on the one hand wish to be 
freed from the onerous regulations and exactions of the war food 
laws in the matter of what they shall and what they shall not 
eat, and on the other hand be protected against high prices and 
profiteering. 

We are confronted with a condition and not a theory; substan- 
tial relief will not come to the public by the enacting of new 
laws against profiteering. The unalterable law of supply and 
demand will determine the price of food. Herbert Hoover did 
not, as some suppose, suspend the law of supply and demand. 
He persuaded the public to stop demanding certain foods in the 
usual quantities, in consideration of which he was able to furnish 
what food was actually needed at a stabilized and comparatively 
reasonable price. 

The law r^^ating the profits of middle men without bdng 
accompanied concurrently by a voluntary general conservation 
in the use of food on the part of the public would not tend to 
lower or stabilize the price to the consumer. Any profits that 
such a law would keep back from the middle man would auto- 
matically go to the producer. This is an indisputable and wdl- 
established fact, although difficult to comprehend on the part of 
many of our best economists. It is a fact which must be recog- 
nized immediately not only by the public but by Congress, if the 
real solution of the present difficulties is to be found and made 
effective. 

The solution of the problem of a decreaised income and sustained 
high prices on many foodstuffs is found in the general ad<^tion 
of the same habits of substitution and conservation in the use of 
foodstuffs as were practiced of necessity during the war. He 
that controlleth his own appetite and adapteth his taste to 
what the market affords is greater than he that deviseth many 
laws against profiteering. Li other words, this which the public 
is looking to the law makers to supply them with in the form of 
protection against exorbitant food prices lies within their own 
control. Necessity is the mother of invention. Misfortunes 
and even calamities are frequently blessings in disguise. It would 
indeed be unfortunate if the valuable lessons in diet and in market- 
ing, which we were just beginning to learn, were not driven home 
by a continued application during this period of readjustment. 

The grossest ignorance exists in this country as to the relative 
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values of our large variety of foodstuffs. There are scores of 
different kinds of foodstuffs which can be produced at one-third 
to one-half the cost of production of the kinds of food which we 
have customarily consumed. True, it will require perhaps 
greater culinary skiU to prepare these foods acceptably, but it is 
all within easy reach of accomplishment. Could the public be- 
lieve this possible by making habitual and goieral those simple 
conservation measures which amounted to enough during the war 
to feed one hundred and twenty millions of our Allies without 
creating any undue hardship on our own people, they would seek 
some agency that would direct and lead to such a movement. 

The officials of the United States Food Administration in con- 
nection with the United States Department of Agriculture, Office 
of Markets, have formulated a system of publicity which will in- 
form and educate the public to a certain d^;ree, particularly on 
perishable foodstuffs. Much more needs to be done in the mat- 
ter of information and education in the mo9re staple lines. This 
would aff<nrd a splendid activity for those organized agencies 
which developed such a high state of efficiency in contributing 
to the winning of the war. 

There is conspicuous absence of conmum sense and reasoning 
in the consideration of the food problems. It is difficult, though 
perhaps necessary, to make provision for that considerable por- 
tion of our people who live one day at a time. No measure 
has been discovered to assist them, — ^indeed it may be undesirable 
to afford permanent help to those people who will not help them- 
selves. There is almost universal complaint on the part of the 
consumer because of the apparent profiteering on the part of the 
prcxiucer, and a lack of understanding as to why the producer's 
prices are not regulated. The average family should not be so 
muc^h interested in the cost of living this week or this month as 
they are in the average cost of living during the next twelve 
months, or in fact, as they are in the average cost of living during 
the entire reconstruction period of several years' duration. 

BiUNoiNO Down the Cobt of Living 

Once again let me emphasize the indisputable fact that there 
are only two ways of bringing down the cost of living. First, by 
increasing the supply which is accomplished by paying the pro- 
ducer an attractive price for his product. Within a reasonable 
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time tibis invariably results in greatly increased production (ex- 
c^t for providential interference). Second, by the economical 
use and wise choice of the kinds of foods consumed — in other 
words, the voluntary regulation of the demand. These two 
factors, an increasing supply on the one hand, and a decreasing 
or well controlled demand on the other hand, will give an average 
cost of foodstuffs which must be most satisfactory and gratifying. 

To expect the food supply and prices to remain on an even 
level during these abnormal reconstruction days when the whole 
world is looking to the American market for an undue share of 
our supplies, wotdd be to expect conditions that obtain in no 
other department of life. Hence the importance of acquiring 
the habit of adapting oneself to the supplies in the market and 
of accepting some of the ups and downs of prices in the cost d 
living. We must recognize that of a necessity some periods of 
weeks or months naturaUy will favor the producer. Tliis will 
be a period of high prices, which in turn will stimulate increased 
production. Other periods of low prices, of corresponding length, 
will favor the consumer and have a tendency to decrease produc- 
tion. 

The Food Administration in conjunction with the federal and 
state departments have also formulated and encouraged the pas^ 
ing of laws which will regulate to a reasonable d^;ree the distrib- 
utors of foodstuffs. Among other things it is proposed that many 
classes of middle men shall be re-licensed, particularly commissi<m 
merchants and the packers. The National League of Commission 
Merchants at their annual convention in January at Boston 
adopted resolutions favoring the licensing of the commission 
business in fruits and vegetables. This will tend to eliminate the 
tricky and dishonest factors in the business which alike is a pro- 
tection to the public and to the legitimate members of the trade. 

In considering these vital food matters I have piuposely re- 
frained from referring to the larger and more unselfish question 
of conservation and the habits of eating which will best enable us 
to succor a famine-stricken Europe. It is obvious that what will 
serve our own economic needs in the matter of controlling the 
cost of living at home will most effectuaUy aid those millions of 
stricken humanity in the war-devastated regions of Europe, 
many millions of whom it must be remembered are suffering tearri- 
bly from wounds and disease directly due to the war. 



Readjustments in the Retail Grocery Business 

By A. B. Ross 

Market Expert, Pennsylvania CouncQ of National Defense 

^I^ITITH the formation of the United States Food Administra- 
^ ^ tion, it was generally believed that a general reform of 
the methods of distributing food would ensue. The wish was 
father to the thought. But the very things which the Food 
Administration had to do made reform impossible. It was neces- 
sary to secure the full cooperation of the wholesale and retail dis- 
tributors in every step undertaken; and that could not have 
been done had the Food Administration sought to force reforms 
in their methods. The best that could be hoped for was that 
excessive profiteering would be prevented; and this task the Food 
Administration accomplished splendidly. Even in the fixing of 
fair prices, however, allowances had to be made sufficiently broad 
to protect the inept and shiftless distributors, so as to keep 
the whole machinery in smooth operation for the great purpose 
in view. 

And so we find ourselves, at the dissolution of the Food Ad- 
ministration, with the problems of distribution just where they 
were before; rather worse, if anything, because of the precedents 
set in the matter of ''fair prices" and the abandonment of free 
delivery service. Nevertheless the problem of the ever rising 
cost of food is one which will not down, and its solution one of 
those which must be found diuring the period of reconstruction. 
The world has a debt of $200,000,000,000 to liquidate. All busi- 
ness is seeking methods which will eliminate waste. And those 
practices in the distribution of food which cost money yet make 
no one a profit must be gotten rid of. 

The most imix>rtant raw material which enters into manufac- 
ture is the food of the laborer. Nearly half of his wages go for the 
purchase of food. The bill for inferior food and for food which 
costs more than it should is handed to the manuf actiu^r for liqui- 
dation. The problem roots too deeply to be neglected by our busi- 
ness interests. 

u 
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ExcEasivE Cost of Bund Competition 

There are 875,000 retail grocers in the United States, one for 
every 293 people. In the larger cities this over-development is 
greater, and there is a grocer for every forty to fifty families. 
These small groups of families pay for the rent, light, heat, deliv- 
ery service, losses from bad debts, — ^for all the usual expenses 
of running the business,— and furnish a Uving for tlie grocer 
and his family and a profit on his invested capital. 

The high cost of food is largely connected with the smallness of 
these units and their relatively high operating expense. Theo- 
retically, with four or five grocers in the field for every one who 
could operate economically, competition should promptly faring 
down prices and eliminate the unfit units. But such is not the 
case. Faced with the choice of developing a small business at a 
high margin of profit — of protecting his living in what seems to be 
a sure way — and the bolder course of going after business by 
underselling competitors and absorbing their trade, the grocer has 
chosen the former method. In so doing, he has been com- 
pelled to develop competition along new and wholly vicious lines. 
This competition has taken the form of "free deliveiy," loose 
credits, telephone service, soliciting orders, and other practices, 
all of which add to the cost of doing business and force an ever- 
rising margin of gross profit to protect the business. Until within 
recent years, the retail grocer met all his risks, losses and troubles 
by charging enough to take care of all such items. The consumer 
paid for all business mistakes. These were the golden days of 
the business, largely responsible for the development of the great 
excess of units therein. 

But in the country districts, the mail order houses capitalised 
the opportimity for taking away the grocer's trade; and in the 
cities, the chain store entered the field. Both were highly suc- 
cessful; and their success is growing. Yet neither have found 
even an approximate solution of the consumer's problem, the 
ways of business being those of unenlightened selfishness. 

Analysis of Costs of Competition 

The adoption of the "' credit" system has been an unqualified 
curse. The average grocer has neither liquid capital enou^ nor 
bank credit to finance his buying operations. He has no Uoenae 
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to assume the functions of a free bank with his customers. When 
the customer — ^who has been actively demanding that her dollar 
be accorded its full purchasing ix>wer — ^accepts credit at the hands 
of the grocer, it is precisely the same as if she borrowed a dollar of 
the grocer's working capital to spend in his store. By this opera- 
tion she destroys the cash purchasing power of her own and her 
grocer's dollar. Neither gets action at the right time. 

It is not in the losses from bad debts, the bookkeq[>ing cost, the 
billing and collecting that credit exercises its most baleful effect. 
The grocer with ready cash can buy, on an average, 10 per cent 
cheaper in' the open market than his rival who is in the limited 
credit class; and this opportunity is absolutely destroyed by the 
credit system, except in those rare cases in which the grocer has 
ample funds for his business opportunities. The grocer who 
extends credit not only becomes a "'credit buyer," but a buyer of 
the most undesirable class, a hand-to-mouth buy^ who requires 
constant calls on the part of salesman and collector, constant 
small deliveries, a great detail of bookkeeping and dose watching 
by the credit department of the wholesaler. He is the poorest 
buyer in the whole list — ^and his customers pay the Scot, for 
the bill for all this riot of inefficiency is included in the price 
charged the grocer by the wholesaler. 

The backbone of the retail grocery business is the cash buyer. 
The grocer who extends credit must charge higher prices than the 
cash grocer. It is true that he gets business by using credit; but 
it is equally true that he gets undesirable business and drives away 
his best customers. He trades the substance for the shadow. 
That credit is not necessary is sufficiently proven by the great 
success of the mail order houses, the chain stores and the inde- 
pendent grocers who have changed to a cash basis. 

"'Free delivery," except in the case of those stores which handle 
an "exclusive" trade and can therefore charge high prices, is 
without any standing in the court of economics of the reconstruc- 
tion period. It is ridden to death practically without exception. 

The net profits of the grocery business are small. Four per 
cent on the total business is regarded as a very satisfactory profit. 
It is high for a business which is actively seeking extension. Even 
were it possible for the efficient store to hold its delivery cost to 
the 3 per cent found by Harvard as "efficient" for delivery cost, 
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this would require a charge of (4 per cent plus 8 per cent) 7 pa* 
cent of the total business to cover delivery cost and net profit, a 
serious and unnecessary handicap for an actively comi>etitiye 
business. Were the expense of the delivery (as above) charged 
against the goods delivered, a business in which half of the goods 
were delivered and half carried home by customers would yield 
87^ per cent of its net profit from the "^carry " trade and but 12| 
per cent from the delivery trade. In the (werage store, the diarg- 
ing of *^free delivery" cost against goods delivered invariably 
shows that the delivery system is an intolerable burden on the 
profits of the business; never a contributor, always a thief. A 
five-cent charge for delivery, in all but exceptional cases, becomes 
almost instantly, through its direct and indirect effects, a source 
of income and saving sufficient to make the delivery system self- 
sustaining, so that the goods delivered yield their just share <rf the 
net profits of the business. And this small charge is not resented 
by the customer provided a reduction in price of some of the mer- 
chandise is made so as to refund to the customers the allowance in 
the mark up to cover the cost of the former free delivery system. 
Solicitation of orders, sending out goods on inspection, and 
other abuses which have crept into the grocery system, all cost 
money and all make it necessary for the retailer to increase his 
selling price to cover these unnecessary costs. 

The Grocer ab a Free Bank 

Commercial agencies tell us that 90 per cent of our merchants 
over-huy. But the very essence of successful business is the run- 
ning of it on minimuins. In no business is this more important 
than in the case of the retail grocer. And in no other business 
is the principle so completely ignored. 

Successful retailing of groceries requires a speeding up of the 
stocktum or turnover. The Harvard analysis fijids that a group 
of efficient grocers made twelve tiu-novers a year, once a month. 
But a turnover to be a sound business turnover must be com- 
plete. If the turnover is monthly, whatever remains on the 
shelves at the end of the month is a burden to the business. It is 
potential profit in slow moving or dead stock which pays no bills 
and gets the grocer nowhere unless it be towards the sherifTs 
office. 
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The true theory is that every dollar invested in the business 
should make its share of the expense and net profit of that busi- 
ness within the turnover period of the business: that dollars 
which do are profit makers and dollars which do not are profit 
takers. What the business needs is not a general turnover each 
month of an amount of stock equal to the year's average carried, 
but a particular turnover of everything within its proper turn- 
over period. Each dollar must pay its way and earn its 4 per 
cent or 6 per cent a month or it has failed in its relations to the 
general business. In other words, the grocer who is striving for 
twelve turnovers a year and who buys any article in quantities 
for more than a month's supply, is not acting as a retail grocer at 
all; he has strayed b^ond the realms of his own business. 

As a matter of fact, the grocer too often buys for his shdves, 
his storage, his pride, his hope — ^for anything in the world except 
his turnover. And whoi he lays in a supply of canned goods, or 
fruits, anything in fact which reaches beyond the requirements of 
his turnover, he is simply acting as free banker for the food manu- 
facturer and the wholesaler. And the policy of the wholesale 
business is to saddle its customers with these burd^is which should 
be carried, in large part, by the borrowing power of the foods as 
collateral, reinforced by trade acceptances. 

The arguments used by the wholesaler to shift upon the re- 
tailer these burdens which he should not assume are as old as the 
hills and apparently as safe and trustworthy. Indeed, it is a 
curious commentary on the wholesale business that it has not 
worked out a plan whereby it can sell and serve those outlets on 
which its own life depends so absolutely. 

The Ills of Competition and Enlightened Competition 

The^wholesaler has laid unnecessary burdens on the retailer; 
his methods of competition have not been protective but destruc- 
tive. His policy has been to deceive rather than to serve; to take 
aD he can get and give as little as he must. He has developed his 
own business along unsound lines. The retailer, saddled with 
burdens from which he should be free, not understanding the 
fundamentals of his business nor its legitimate methods of finance, 
has sought to extend his trade, not by serving the best interests 
of his customers, but by fooling them into believing that he was 
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giving them for nothing services for which they have had to pay 
at ruinous rates. Neither the wholesaler nor the retailer has 
sufficiently considered the true interests of the consumer, nor 
sought to develop those services which ordinary enlightened sdf- 
ishness dictate as the real foundations of business. The whole- 
saler has lost sight of his obligation to the retailer; the retailer has 
failed to appreciate his obligation to the consumer. Instead of 
""giving to get," both have emphasized, in a self-destructive and 
unintelligent way, their single desire and purpose to "get." 

The inefficiency shown in the average grocery store is almost 
appalling. It is not departmentalized in its arrangement of goods; 
it has no system to minimize labor in handling, no system of stodc- 
accounting; its bookkeeping is crude and general in character, 
furnishing at best general statistical information where particular 
information is imperatively needed. It fails to make use of those 
agencies for advertising, display and selling which have such a 
marked effect in lowering operating expense. It is operated (m 
guess-work from garret to cellar. The average groc^ cannot 
even approximate the cost of operating the various parts of his 
business, nor tell which is making him a profit and which netting 
a loss. The crying need of the business is a clear-cut, definite 
system as nearly self -operating as it is humanly possible to make it 

It is impossible to operate the small grocery units of today ex- 
cept at a high margin over actual costs and a ruinous cost to the 
consumer due to causes already discussed. It will be necessary 
to rid the field of a majority of its present units if prices are to 
reach their proper level. 

The cure for the evils of blind competition is enlightened com- 
petition. The store which today is doing a business of $20,000 
can cut its operating expense in half by trebling its business. It 
can, by abandoning credit and free deUvery, by a judicious use of 
its resources and a development of banking credits, and by a 
thorough mastering of the principles of its turnover, put itself into 
the most desirable buying class, and buy 10 per cent cheaper than 
its inefficient rival. It can develop a self-supporting; delivery 
system; it can make a sane use of the telephone; it can reorganize 
the interior system of doing business; and it can compete success- 
fully with its most dangerous rival, the chain store, in the matter 
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of prices while retaining its ^^ store personality" and giving the 
women those services which they require and to which they are 
entitled. 

But to do this, the grocer must wholly abandon the evil prac- 
tices of the past and devote a part of his time and brain power to 
considering the wants and requirements of the consumer. To 
develop volume of business the grocer must develop to its limit 
real service to the consumer. And the first thing he must do is 
to get a grip on the facts of the business, definitely abandon the 
old plan of guessing, and run the business by such rules as the 
facts indicate. There must be a complete change of the prices 
charged, not always down, for the facts of the business will not 
indicate a universal lowering of prices, but decidedly down on 
those articles the price of which is always highly competitive. 
For the first service demanded by the women today is that of 
lowering the cost of food. 

The Eclectic System 

It is probable that in the competition of the future, the old 
doctrine that "honesty is the best policy" will find its way into 
the systems of the mail order house and the chain store. Cer- 
tainly it will in those localities where the independent grocer has 
courage and intelligence. In this event, the independent grocer's 
advantage as a competitor for business will be even greater than 
it is today. But there are lessons for him in the systems of the 
mail order house and the chain store which it is well to take to 
heart. Both systems have made use of their study of the habits 
of buyers; both have avoided business pitfalls which the average 
grocer still finds in his path. 

The self-serve store, with its automatic salesmanship, also 
carries its lessons. While it is of limited application, the prin- 
ciple of saving the time and labor of selling by allowing the buyer 
to do a part, if not all, of the work, is well worth incorporating in 
most of the groceries of today, not as a compulsory self-serve, but 
with such modifications as make it a privilege instead of a burden 
to the women. 

Of course the system will vary with the locality and character 
of the trade; perhaps to a certain extent with the individual grocer. 
But the system which will survive, which will absorb the business 

8 
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of its competitors and build a sound economic unit from the 
wreckage of those units which are incapable of justification, will 
departmentalize the store, its bookkeeping and stock-accounting; 
will buy for its tiunover; will, in most cases, furnish a five cent 
delivery system, routed and scheduled for a single delivery a day; 
will pay its good clerks a bonus on extra business and incon- 
tinently discharge its inefficient clerks; will extend every service 
and courtesy consistent with low prices and reasonable profits, 
and avoid whatever tends to disturb its position in its community 
as the store which gives more for a dollar in goods and service than 
any of its rivals. 



Readjustment of American Industries through 
the Development of Foreign Trade 

By Walter F. Wtman* 

Chairman, Boston Export Round Table 

T^HUE future index of the domestic prosperity of the United 
^ States will be the volume of the exports of its manufactures. 
With production capacity, fabricating skill and merchandizing 
ability all in excess of domestic requirements, the solution to the 
kindred probl^ns of maintaining domestic financial stability and 
absorption of available labor lies in a constant enlargement of our 
export tradings. 

Fortunately our foreign trade — ^both exports and imports — can 
be tremendously increased. It is entirely a matter of national 
vision. Merchandise, transportation, banking facilities, selling 
ability and sources of accurate and complete information on for- 
eign markets are already in existence. There is no need for al- 
chemy. The one need is the enlargement of national vision to in- 
clude foreign trade as a national necessity and not as a national 
plaything. 

There are today thousands of converts to our need of interna- 
tional commercial exchange. The immediate requirement is 
positive action and not academic acquiescence in truisms. The 
full idea has not yet been merchandised to the manufacturers of 
the United States. Attention has been attracted to foreign trade. 
Desire for possession has been aroused. But only in a small, 
almost negligible, percentage of cases has positive and progressive 
action taken place. 

The export trade of the United States today is in the same posi- 
tion that the Panama Canal occupied in 1900. The idea of an 
Isthmial Canal had then attracted a country-wide attention. Its 
possession was desired as a national asset. But constructive 
action of (he inevitably right nature had not resulted. Today we 
are unquestionably headed in the right direction in our export 
trade. We have advanced further and more sanely than the De 

^ A biographical sketch of the author is given on last psi^e of this article. 
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Lesseps project ever did at Panama. We have made and are still 
making our individual and governmental mistakes, inevitable 
mistakes which are often a credit because they are mistakes of 
the pioneer in his endeavors to find new routes and new methods. 
In the past the export trade of the United States has been con- 
ducted solely for private profit. Its communal and national 
benefits have been resultant by-products of the correctly selfish 
endeavor of oiu* exporters. In the new era we must, as a nation, 
recognize that the beneficial by-products of foreign trade are im- 
mensely valuable to the economic life of the United States. We 
must, as a nation, make selfish private profits from overseas sales 
easier to obtain. We must, as a nation, recognize the value of 
intelligent cooperative efforts by our manufacturers in their quest 
for new markets beyond our borders. 

Necessity for Incbeabing Foreign Trade 

There are several definite goals for which we must strive. The 
first is the aboUtion of non-employment of the able. The second 
is the conduct of business at a profit which will make possible 
remuneration of workers in keeping with the present and future 
living cost and living standards. The third is the complete util- 
ization of existing production capacity of plants completed and 
imder construction. The fourth is the establishment of safeguards 
which will make these three conditions permanent. Seasonal 
industries must be made into full year industries. Domestic 
depressions must not come in decade cycles. 

A consistently increasing foreign trade is the agency through 
which these goals can be reached. Through international com- 
mercial exchange the United States can abolish unemployment 
of the able, completely utilize existing production capacity, make 
possible the continuance of high scale remuneration of workers 
and automatically ensure permanence of these admittedly desir- 
able conditions. 

These statements are mere assertions imless backed by concrete 
illustrations. In the field of manufactured products it Jbtas been 
carefully estimated that a twenty-five per cent increase in gross 
sales — this twenty-five per cent to be in foreign trade — offers a 
sufiicient factor of safety against domestic financial depression 
for the individual enterprise. Still keeping in the field of com- 
pletely finished merchandise, it has been estimated that a twenty 
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per cent communal eacport sales volume ensures the community 
against trade depressions. This refers particularly to a **shoe 
town" such as Brockton, or a ^^ shirt and collar" town such as 
Troy. Similarly^ it is estimated that a national foreign trade 
sales volume of sixteen per cent will bring into this country from 
without, a steady volume of payments which will absolutely pre- 
vent a national depression. 

In terms of unemployment of the able a five or ten per cent 
figure is a national calamity. An increase in our national export 
sales volume of sixteen per cent will more than absorb even a ten 
per cent figure of unemployment of the able. For increased for- 
eign sales volume necessitates greater employment not only in 
production but also in clerical transportation, finance, forwarding, 
institutional and scores of other broad avenues of enterprise. It 
means, for examples, long-continued years of shipbuilding, of a 
commercial navy of men as well astonnage, of vast foreign freight 
terminals in every suitable harbor and of export technicians as a 
rule rather than as a rarity in business enterprises. 

It means mamtenance of remuneration of workers, fen- foreign 
trade is conducted at a profit in these days of sane merchandising 
abroad. It means profits to divide, because the added volume 
both in production and sales can be handled at a lessened per cent 
of overhead. It means maintenance of remuneration because it 
means steady employment without seasonal lay-offs. It means a 
fiill year's work at a full year's pay as opposed to alternate periods 
of employment and imemployment. It means a balanced income 
in place of the opulence of overtime followed by the poverty of 
job seeking. 

The world beyond our boimdaries will not force its patronage 
on us indefinitely. We cannot count on natural growth alone of 
our foreign trade to free us from our present dangers and to solve 
forever our vexed economic problems. It is time for us to make 
a national inventory of our assets and liabilities. It is surely not 
too early for us to determine our needs mental and physical. It is 
fast becoming imperative that we shall become cognizant of the 
mechanics of expoiting and supply some missing parts, improve 
and strengthen others and drop hit-or-miss methods both individ- 
ual and governmental. 
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Education and Export 

The first stage in the accomplishment of the truly hercu- 
lean task is educational. The man behind the ballot must be ac- 
quainted with the national necessity of exports of manufactiu'ers. 
Public attention must be definitely focused on its individual and 
national benefits. I venture to suggest that Presid^t Wilson 
proclaim a Foreign Trade Day and that the Secretary of Com- 
merce be placed in charge of the educational factors of its observ- 
ance. This foreign trade day is not suggested as a non-work 
holiday. The preparations for a foreign trade day could well 
include a presidential proclamation of explanation, preliminary 
education through the ^*Four Minute Men" and the concerted 
and coSperative efforts of the press and trade bodies. 

This effort to bring home to the people as a whole the import- 
ance of our international commercial exchange should be supple- 
mented by a vigorous and sustained effort to imbue every trade 
organization, every board of trade and chamber of commerce with 
their peculiar opportunities for service. Foreign trade committees 
should be brought into being in every manufacturing town and 
city. The honorary and purely ornamental existing committees 
must be vivified or revivified. Local and national organizations 
of sales executives, bankers, credit men and advertising men in 
particular must rise to new levels of . coSperative and national 
service and create rather than follow demand for knowledge. 

Simultaneously with the education of the voter there must 
be a better education of the youth of the United States to the 
wonderful world of business. Misconceptions by the score are 
fostered by our present educational methods and text books. 
Even in schools frankly practical in their attitude toward domes- 
tic business there are grave errors made daily in their teachings 
which relate to foreign countries and our comparison to and 
relations with these. I do not ignore the work which is still being 
carried on by the Commissioner of Education. I merely insist 
that it is more important to the future of the export trade of the 
United States that school children come to think of Shanghai and 
Canton in terms of possible profits instead of pigtails, and of 
Bankok as a city of electric lights and street railways rather than 
a source of Siamese Twins. 

Exporting is selling the whole world. This truth must become 
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a matter of national acceptance. Two decades ago *^ exporting" 
meant selling to Europe. Today it means, to the mass, selling 
to South America. Until^our national vision is broadened so 
that we know instantly the markets of South Africa, the Far East, 
Russia and India, we must remain far short of our easy possibili- 
ties in profits and insurance from foreign trade. Not two score 
of the several thousand exporters of the United States are "selling 
the whole world. " Many exporters have not even a customer in 
India, although their sales in Brazil and England may be almost 
unbelievably large. Few enterprises have had both vision and 
courage. This condition is We which must be remedied if we 
are to attain world leadership. 

• 

Thb Problem of Transpobtation 

The concrete problem of the moment and of the future is trans- 
portation. The clearest and broadest vision, the height of skill 
in making and selling, are powerless unless merchandise can be 
carried regularly, safely and at reasonable Vates. The foreign 
merchant makes his profit from the merchandise he sells, not from 
goods illustrated in catalogs or displayed by salesmen. The 
United States cannot hope for a true foreign trade until its prod- 
ucts can comi>ete in delivery service with those of any other nation. 

Our whole transportation activities are on an unsound basis. 
Excellent ports — Boston for example — are n^lected, while New 
York is congested long before the ocean carriage needs of our 
export trade have reached even a present-day high level. Merely 
because a port with an excellent harbor, with possible large volume 
of manufactured articles, lacks bulk tonnage, is no excuse. For- 
eign trade is our present-day domestic necessity and national need. 
Bulk tonnage must be diverted to the ports which need it to 
supplement local cargo. Portland, Boston, Philadelphia, Balti- 
more, New Orleans, San Francisco, Portland and Seattle, and 
half a dozen other dties must be developed into true ports with 
the certainty of receiving not only tonnage of some sort but also 
of the specific kind of tonnage to complement its natural reser- 
vations. 

The railroads must do their share both in self -education and in 
education^of their clients. Terminal^fadlities and dry docks 
must be taken out of local politics and treated from a national 
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rather than local standpoint. Every transportation step trom 
the manufacturers in the United States to the merchants in other 
lands must be investigated and a coherent national and interna- 
tional system of transportation evolved which will carry goods 
in the shortest possible time and at a cost in keeping with those 
under which competitive foreign manufacturers operate. 

Regularly scheduled sailings, rigidly established and uididd 
rules for advance space allocations, systematic handling of f oreigii 
freight in transit and at frdght terminals will be tremendous 
factors in the growth of our foreign trade. When American 
manuf actmrers can promise definite deliveries and live up to these 
deliveries it will not only divert trade from Europe to us but also 
gain more trade for us by permitting the exporting manufacturer 
to devote his whole time to merchandising problems. 

Foreign Banking and Foreign Trade 

A new spirit must come into foreign banking. Today the bank- 
ing interests generafly are far more attracted to secure the large 
manufacturer's large domestic deposits and small foreign trans- 
actions than to coBperate with and develop the smalls manu- 
facturer with a comparatively large volume of foreign sales. Tie 
banking interests of the United States need, with the manufac- 
turer and the man behind the ballot, a broader vision. The banks 
must work hand in hand with the exporter. They must cease to 
consider our foreign trade a matter of foreign exchange or a means 
to increase domestic deposits. They must educate the exporter 
in the finer points of draft usage and they must come leagues 
closer to the manufacturers' problems, in the solution of whidi 
they can often be of decided service. 

There is no question of the ability of American bankers to be- 
come the new standard of the world. It is merely a question of 
the direction of energy. The aoerage English bank today in many 
ways is daily doing more for exporters than any American bank- 
barring three exceptions. This is not because of any qualification 
except a better knowledge of values. The English banks know 
what their customers and what their customers' foreign customers 
really need in emergencies. They automatically and without self- 
praise perform functions that are appreciated by less than half a 
score of our banks. 
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There is already in the field of credits a realization of the 
national importance ci foreign trade. The National Association 
of Credit Men has worked hard and well in the last five years. 
Much has been accomplished and the road has been opened to 
still further accomplishments. The vision of the National Asso- 
ciation has been shared by several at least of its local units. The 
lai^est conference on foreign credits ever convened in any coun- 
try was held in Boston last year under joint auspices ci the Boston 
Export Round Table, the Boston Credit Men's Association, the 
National Association of Credit Men, the National Association of 
Manufacturers and the Philadelphia Commercial Men's Associa- 
tion. The subsequent activities and the definite steps toward 
still further improvement in technique and cooperation with 
export merchandisers form one of the most significant and pleasing 
factors in our new foreign trade building. 

Lack of World-Wide Vision 

The one present-day weakness on the selling end of export 
trade comes from lack of world-wide vision. It is the reluctance 
to send representatives to new markets and consequently the 
placing of too great reliance upon correspondence, advertising and 
samples as selling weapons. It is entirely true that it is well to 
prepare the ground in advance of a salesman's visit, but it is also 
true that there is waste in over-preparation. One of the important 
truths our government has learned is that to know, one must go. 
Our commercial attaches, our market investigators and our trade 
commissioners all are visible proofs of governmental belief in 
sending able, trained men abroad. 

Because of the time element — ^for we must not postpone our 
export future — it is imperative that American manufacturers send 
now to the four comers of the world men in whose judgment and 
selling ability they have every confidence. These men will save 
a half decade as against the most rapid development by corre- 
spondence. In lines where service is a most important element — 
automobiles and dictating machines for example — ^these men can 
save not only time but also avoid perfectly natural mistakes 
which from long range are inevitable. 

Before the next five years pass we shall see "tonnage men" 
sent out not merely by steel and oil but by many industries. 
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Tliese men will not be salesmen but rather investigators who will 
chart countries and continents for possible tonnage increases. 
From the deductions to be drawn from these charts, salesmen can 
be placed into most profitable localities, living in them at least 
long enough to bring into being the tonnage repcnrted as possible. 
So far we have considered only the obvious. We have seen 
merely truisms and pointed out importunities for improvement 
which are painfully apparent even on superficial examination. 
The right to assume confidently that because we want an increased 
foreign trade we will have one, must come from more than a 
prophecy based on our past or on our desires. Force of circum- 
stance — ^if we. omit our few hardy pioneers in world trade — has 
brought into being the export trade we enjoyed up to 1914. 
War-time necessity in foreign markets was responsible f<v its 
increase. Force of circumstance is now offset by the imperative 
needs of England, France, Italy and Belgium for foreign trade. 
The equivalent of war-time necessity will continue through 1919, 
but only in decreasing measure. 

Ability as Exporters an Asset 

Our one great asset — ^the golden key to the massive door that 
bars the unworthy from foreign profits — ^is our potential ability 
as exporters. The United States combines great skill in fabrica- 
tion with first-hand knowledge of commercial mass production. 
It combines elimination of waste processes with ability to co6p- 
erate with competitors and non-competitors. It combines mer- 
chandising skill in securing customers and making them over into 
co-partners with selling sense which insists that a sale is not com- 
plete until the buyer has resold the merchandise or is in some other 
way obtainiag a profit from his purchase. 

This asset is not theoretical. It has been repeatedly proved an 
asset by the successful adaptation of American domestic selling 
methods and the requirements of fordgn trade. So the way to 
proceed is already charted for us. Individually, communally, 
codperatively and govemmentally we must first see with broad 
vision and then advance by use of all our sources of power co- 
ordinated and synchronized. We must avoid unnecessary failures 
by building our export sales campaigns with such a factor of safety 
that they must succeed. Our advance in foreign sales should be 
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a steady ascent and not the result of great gains interspersed with 
lesser losses. 

There is yet time for needed improvement in banking and trans* 
portation. There is time because it takes months and not days 
for a foreign sales campaign to fructify. But there is no time for 
delay. Unless the government will officially, frequently and 
forcibly make clear not only its approval of the theory of insurance 
through foreign trade but also prove its own desire for foreign 
trade by deeds as well as words, a great opportunity will pass. 
The government owes immediate adjustment of the whole ship- 
ping situation to manufacturers forced to immediate and radical 
readjustment to meet post-war conditions. 

In our quest for foreign trade we must remember that we must 
be creative as well as active. We must develop new markets as 
well as seek to share in the profits from sales to long established 
markets. We must govemmentally recognize this truth and 
recognize it by regularly scheduled sailings to the lesser markets 
and to markets now rich natiu-ally but still undeveloped. Our 
banking and investing interests must seek out these markets, 
develop interior industry and transportation to seaboard and aid 
in the financing of port facilities and harbor improvements. 
These joint efforts of our government, banks and manufacturers 
can be so timely and so effective that we can rightfully monopo^ 
lize both the imports and exports of market after market whidi 
will grow up in international commercial exchange knowing only 
the United States as a business partner. 

This ideal condition can only be reached by superlatives. We 
must supply all the needed foreign capital. We must be the 
architects and constructors of wharves and warehouses — the 
dredgers of harbors and the erectors of breakwaters. We must 
supply every want and give ocean s^vice so complete as to bar 
any rival from profitable competition. Above all, we must do all 
these things as partners and not as commercial conquerors. 

There are today millions of square feet available for production 
for export sales. With the woman in industry and an army 
demobilizing, our labor potentialities are fully equal to the pro- 
duction space available. Through the government's own banking 
plaQ, money can be made available to finance an export trade of 
more billions than we can readily obtain. More and more the 
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youth IS being privately and publicly trained to know 
the surface differences which identify foreign trade. There has 
never been question of executive ability capable of supervising 
the broader details. Export managers and export technicians are 
constantly increasing in number. Most decidedly through ezi>e- 
rience gained in overcoming war-time difficulties they have been 
growing in ability and now outrank Europe's best. 

We must make all export efforts of cumulative value. Eadi 
new customer for any American-made product must be so treated 
as to become a prospective customer for other American-made 
products. Each customer must become a form of salesman for 
American-made goods by his commendation of our merchandise 
and our policies in trade. We need not experiment and we must 
at any cost live up to our promises both of sales assistance and 
ocean carriage schedules. This means that our promises ahall be 
made with the intention to perform, even though immediate 
returns may not prove all that we anticipate. 

Indivtoual Readjustment of Entebpribe 

Entirely apart from the concerted action which has just been 
outlined, individual manufacturers have for months, and in some 
cases for at least two years, anticipated the necessary readjust- 
ment of their enterprise. The great majority of these manufao 
turers have planned on an increased foreign trade. The majority 
of this majority have planned to use increased manufacturing 
capacity in production of new lines — both allied and non-allied. 
A prominent maker of sporting rifles has plans already under way 
for exportation of a line in no way related to firearms. A manu- 
facturer of brass parts plans to use four or five plants purchased 
or constructed during the war in making completed, trade-marked 
articles for world-wide distribution. 

It is significant that many makers of parts, who are barred by 
tacit agreement with domestic 9ustomers from marketing com- 
pleted articles for the domestic market, are now engaged in export 
adv^tising campaigns and i^an to make their brands known 
abroad even though barred at home. Wholesalers as well are 
reaching out and selling abroad branded lines. This is particu- 
larly true of jobbers in cities which cater to the trade of Western 
Mexico and Central America, and to a lesser extent with jobbers 
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whose export sales efforts are naturally directed to the Far East* 
More and more the large domestic sellers of dairy products are 
seeking foreign markets notably for condensed and evaporated 
milks. This is an obvious variant of the seasonal business seeking 
balance by export trade. 

The United States has no real choice. Either it must be con- 
tent to face nation-wide unemployment or it must be a serious 
exporter. The one way that it can become a serious exporter in 
competition with England, France, Italy, Belgium and later on 
with Germany lies in the acquisition of world trade ambitions by 
myriads of American manufactiurers. 

Foreign trade cannot be legislated into existence. But the gov- 
ernment should so use its transportation control within and with- 
out the United States that the exporter will be able to serve his 
customers. For foreign trade is international service. It entails 
obligations as well as privil^es. 

It cannot be but a few years more before an International 
Foreign Trade League and an International Court of Foreign 
Trade are established. They are necessary supplements to any 
council of world politics. When these two bodies — ^the first legis- 
lative and executive and the second judicial — are convened, the 
United States should be prepared to assume full memberships in 
both. Its claims will be based not on our war record sale» volumes 
but on our post-war volumes and methods. 

Shall we then and for decades thereafter be ranked as worthy? 
The answer as well as our place in the world cannot yet be given. 
The next few years will render argument unnecessary. 

Wtican, Walter F. Tufts College, 1901. Sales and export manager, the 
Carter's Ink Company. Chairman Boston Export Round Table; chairman 
Export Club of Boston; honorary president Export Managers' Club off New 
York; vice chairman Committee on Foreign Credits, National Association of 
Credit Men, Committee on Foreign Trade National Association of Manufactur- 
ers, Committee on Foreign Trade, Association of National Advertisers, Inc.; 
chairman Committee on Educational Exhibits, International Trade Conference 
1916; chairman Foreign Credits Conference 1917; chairman War Trade Board 
Conference 1917; chairman Foreign Banking Conference 1919. PMieatUms: 
"Direct Exporting/' "Utilizing Time," "History of an Export Older," "Henry- 
ville StcMies," "Selling American Goods to the World, " etc.— The Editor. 



Thrift and Readjustment 

By Roy G. Blakey 

Associate Professor of Economics, University of Minnesota 

nPHE problems before us are more or less familiar to all, in name 
^ at least. Millions of soldiers and millions more of civilians 
backing them up have been engaged in work which the signing of 
the armistice has made useless. They cannot continue this 
work, — ^neither they nor we can afford to have them do nothing. 
They shotdd be added to the existing labor supply, thie productive 
energy of the nation, not in a manner to take away the work of 
others and cause idleness or unemployment, but in such a way as 
to produce an additional amount of goods and services somewhat 
proportionate to the amount of labor added to that already en- 
gaged in the industries of peace. 

Modem production is carried on mostly by machinery. Old 
machinery not of a character to aid in the war probably has not 
been kept in good repair and practically all of the new has been 
constructed for war purposes. Some of the latter can be con- 
verted easUy to peace-time production, some can be dianged only 
at a considerable cost, some will be nearly a total loss. 

It is easy to say that this labor and plant must be convoted 
to peace uses; it is another thing to bring about a proper readjust- 
ment, a readjustment that keeps all parts of the industrial ma- 
chine working in unison while it is turning out the proper kinds 
and quantities of goods and services, that is, turning out such 
quantities of such varieties that they will exchange on such bases 
that the industrial machine will be kept going at the maximum 
of eflSdency. 

Some have suggested that there may be an oversupply of labor; 
this is one of the most persistent and mischievous half-truths of 
all the half-truth clan. One might as well say there is too much 
capital or too much land, or too much water. In a certain situa- 
tion there may be too much land to go with the amount of water 
or labor or capital or something else available at just that place 
and time; it is largely a question of proportion. So there may 
be too much labor in some particular case to mix to advantage 

so 
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with the other ingredients or factors of the local industrial situa* 
tion. But so long as men have wants that are unsatisfied and 
which can be satisfied by working there can be no general over* 
supply of labor. For all practical purposes, the economists are 
correct in assuming that human wants are indefinitely great, that 
as soon as some are reasonably satisfied, other and usually larger 
ones take their places. A boy longs for a bicycle; by the time 
he gets it, he wants an automobile, a yadit, an aeroplane. There 
is no limit to wants — hence no limit to labor to be done. The 
difficulty is in connecting up the man and the job under proper 
conditions. 

The fundamental features of our present industrial r6gime 
which are essential to have in mind for present purposes are 
division of labor, large-scale machine production, and organiza- 
tion and management by captains of industry who pay wages to 
laborers for their services and who buy their raw materials and 
sell their finished products in a more or less competitive market. 
Production is for the market and for a profit. In the case of both 
managers and laborers, expenses and income take the form of 
money prices, prices for goods and prices for services. It is as- 
sumed that for the most part, any one is free to buy or sell goods 
or services wherever and whenever he can do so to his own best 
interests. It is assumed, also, that the free play of competition 
in the selling and buying of goods and services for money prices 
to secure individual gains, with only a miniinum of government 
r^ulation, will result in a greater balance of gain to society than 
would general regulation by a king or by govamnent officials 
whose limitations have so often been proved in the past. 

Price the Reguiator 

It is important to see that in this competitive industrial regime 
the governor or r^^lator of action is price, future or anticipated 
price. Shall the managers of railroads, of steel plants, of build- 
ing operations, of this or that enterprise, order this or that quan- 
tity of raw material, take on this or that amount of additional 
labor or let off part of what they have? 

The answers depend upon what prices will have to be paid now 
and in the future for labor, raw materials and other factors in 
production and what prices will be received ultimately for fin- 
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iahed products. Some of the letums on this year's expenditures 
may be received this year, but in many instances, as for example 
in the cases of expenditures for the construction of raiboads and 
factories, most of the returns will be strung out over many years, 
often for several decades. Every manager who does not make a 
sufficiently good estimate of the thousands of prices involved in 
the near and distant future leads his enterprise, not to profits, 
but to bankruptcy. Every laborer who misjudges the operations 
and results of the industrial complex, most of which are both 
causes and effects of prices, fails to profit to the maximum in se- 
curing the best prices for his services; in fact he may, at more or 
less frequent and prolonged intervals, be idle and unproductive. 
Bankruptcy merely takes a different form in his case. 

Future prices are uncertain at all times. The annual lists of 
business failures, labor disturbances, losses, unusual profits, etc., 
are sufficient proof of this. The European war, with its extraordi- 
nary demands, its accompanying inflation of credit, its partial regu- 
lation of prices and its many other imponderable influences, has 
brought about a situation which makes future prices much more 
uncertain than they usually are. Nothing of importance that 
one can mention, whether it be the reaction from government con- 
trol, labor unrest, Bolshevism, the league of nations, the German 
indemnity, or what not, is without significant influence on future 
prices which are now governing industry's plans for the near and 
distant future. 

When men are in doubt they hesitate to go forward; when 
the road ahead suddenly becomes extremely imcertain or filled 
with obstacles, they suddenly shift to lower speed or even throw 
on the brakes and come to a dead standstill, thus blocking the 
progress of every one else. The war has raised prices to an 
enormous height. Some are relatively much higher than others, 
but all are high. Now that the war is over, exactly what is going 
to happen this year and the next and the next to this, that and 
every other price, including wages, the price of services? Give a 
definite and authoritative answer to this question, one which 
everybody can accept with assurance, and the industrial machine 
will immediately begin to r^ain momentum. If to certainty 
could be added industrial and social equity, even the war-time 
speed could be exceeded. 
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Let no one misunderstand us to say that high prices are the 
cause of all evils for they are far from being the only obstacles to 
readjustment. In fact, we could soon become adjusted to prices 
at almost any level if they were relatively stable. It is because 
prices have been made so high by temporary circumstances that 
their future courses are extremely uncertain. Even if prices were 
stabilized there would still be many problems to solve, hence in 
emphasizing the importance of giving more stability to prices 
there is no intention of over-emphasis nor is there any belief that 
any remedy will prove to be a panacea. But it is true not only 
that the giving of more stability to prices would help materially in 
our industrial readjustment but it is true also that a very simple, 
effective and old fashioned remedy can easily be adopted by the 
American people if they appreciate its efficacy and the desirability 
of its use. 

Money and Credit Inflation 

Before any cure is suggested, the cause should be recalled. 
Why are prices so much higher than before the war? The war's 
demand raised the prices of those commodities badly needed for 
war purposes but the same cause would tend to lower prices of 
goods not needed for war. As a matter of fact, nearly all prices 
have risen. In other words there has been a general cause affect- 
ing all commodities and in the case of prime war necessities there 
has been an additional cause, so that prices of such goods have 
risen the most unless kept down by government regulation. 
Hence, the ending of the war removes one of the main causes af- 
fecting war necessities, though the present need of food and re- 
equipment, especially in Europe, will be a large, unusual and 
somewhat distinrbing factor for months to come. But the chief 
cause of the general rise in prices has been credit inflation. 

Put in another way, there has been too much borrowing rather 
than saving to secure funds. Borrowing increases bank credit 
which takes the place of money. Money is a counter or ticket used 
in exchanging goods. If the number of meal tickets is increased 
more than the food for which they are exchanged, each ticket be- 
comes worth less, or more tickets have to be given for the same 
meal. If money, or bank credit which takes its place, is increased 
more rapidly than business, or than goods for which money is 
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exchaaged, then each ticket or dollar becomes worth less or it takes 
more tickets to get the same goods. Prices go up as we say. 
An increase in money and bank credit proportionate to the in- 
crease of business or goods exchanged will result in little or no 
change in prices, other things remaining equal. 

An appreciation of the cause suggests the remedy. There is no 
way to eliminate the inflation except to produce and save a surplus 
so as to restore the former proportion between goods and counters. 
The production and saving of goods enables one to pay off his debt 
and thus cancel that much bank credit. If no debt is paid, the 
creation and saving of goods increases the proportion of goods to 
money counters and thus helps to reduce inflation. But heiort 
going further it might be well to note a few statistics indicating 
the extent of the present inflation. 

The total general stock of money in the United States in millions 
of dollars was S,7S6 on August 1, 1914, at the beginning of the 
European War; 5,812 on April 1, 1917, when we entered the war 
and 7,781 on January 1, 1919. The above figures include (1) 
money held in the Treasury as assets of the government, (2) money 
held by federal reserve banks and federal reserve agents against 
issues of federal reserve notes and (8) "money in circulation." 
If we take only the money in circulation for the three dates above, 
the figures are 8,867,4,702 and 5,951 millions of dollars respectively. 
Expressed in terms of percentages, the general stock of money for 
the three dates is represented by 100, 142 and 208 and the money 
in circulation by 100, 140 and 177. 

The loans and discounts, plus overdrafts, bonds and other securi- 
ties, which are mostly sorts of loans, for all banks in the United 
States (except federal reserve banks) in millions of dollars were 
20,924 in 1914, 28,645 in 1917 and 82,816 m 1918. In other w<x^ 
the most important items of bank credit show an increase of S7 
per cent between 1914 and 1917 and a still further increase to 54 
per cent in 1918. Complete up-to-date figures, if available, would 
doubtless show a further increase. 

The United States Bureau of Labor Statistics takes 1918 prices 
at 100 as the basis of its index number for principal classes of com- 
modities in the United States. The following approximate figures 
indicate how general prices have risen : 
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1018 Aug. It Apr. 1, Jan. 1, 

(Basis) 1014 1017 1010 

Wholesale prices 100 00 171 200 

prices 100 102 145 187 



According to the same authority, rates of union wages per week, 
full time, have risen from 100 in 1913 to 112 in 1917, and to 130 in 
1918, the wages for May when annual contracts are annually 
made being taken in each year. 

The effects of the money and credit inflation in the United 
States are confirmed by the experience of Great Britain and other 
countries. For example, the bank note circulation of the United 
Kingdom increased 157 per cent from July 1914 to November 1918 
while general prices increased 142 per cent. There can be no 
doubt of the inflation nor of the effect of inflation upon prices. 

This inflation has made the government's expenses higher and 
its war debts more enormous. Wages and salaries which have not 
risen as fast as prices buy less than before the war. A thou- 
sand dollar insurance policy* if paid now, would buy little more 
than half what it would have bought if paid five years ago. The 
long-time investments of savings banks, insurance companies and 
others bring in the same number of dollars in interest as formerly 
but the dollars have less purchasing power and the capital or 
market values of the investments themselves have shrunken. In 
the interest of all recent contracts there is reason for continuing 
inflation so that the contracts may be settled on an unchanged 
price level; in the interest of pre-war obligations the argument is 
for a return to the pre-war price basis. For example, war debts 
could be paid more easily with cheap dollars if the present inflation 
were continued than with dear dollars if there is much deflation. 
There is even much argument for the continuation of inflation as 
means of meeting the extremely difficult problem of wage read- 
justment. It would certainly smooth over some psychological 
obstacles, though it might not improve the equitableness of the 
general situation. 

But there are weighty reasons against continuing the present 
inflation. In the first place it threatens the gold standard upon 
which our monetary and banking systems are based. Why all 
the anxiety over the decline in gold production? The reason is 
that financiers are fearful that if much more credit is added to the 
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base of the inverted pyramid the present gold reserve which forms 
its apex will be too small and narrow to keep it from tottering. 
This is in spite of the fact that there are now over three billion 
dollars of gold in the United States as compared with less than 
one billion nine hwidred millions August 1, 1914, an increase of 
60 per cent. 

As mentioned above, to keep prices stable, money and sub- 
stitutes for money should increase at about the same rate as the 
increase in the production of goods. Even before the war, gold 
output and credit based upon it were increasing more rapidly 
than goods so that prices were rising. It is estimated that during 
the war our production of goods increasckl by 20 or 26 per cent 
but our money and credit by over 60 per cent, so that prices have 
risen more rapidly than ever. If paper money or bank credit 
were always generaUy acceptable in exchanges, as they have about 
come to be in the United States, and if the amounts of the same 
were always kept proportionate to the amount of business done, 
use for gold would be for the arts only and most of the human 
energy that is devoted to prospecting and mining gold might be 
turned to the production of wheat, shoes, houses, and other neces- 
sities which so many of our people lack. One of the chief reasons 
why we cannot cast gold aside and rely on paper or fiat money 
is that no set of legislators has ever been f oimd that can resist the 
temptation in times of stress to raise money in an easy way. Why 
levy burdensome taxes when the printing press can turn out a 
wagon load of money in an hour? Of course, this is increasing 
the counters without increasing goods produced. It is inflation 
with all of its evil consequences. 

Gold is a better money because it is so diflScult to discover and 
dig out; the cost puts a limit upon the output. The more the 
output is limited the more each ounce is worth; as it becomes 
worth more there is greater inducement to increase production 
until each ounce becomes worth less. Then production is checked. 
Thus there is an automatic regulation of gold as a monetary 
basis. But so long as legislators possess their present human 
frailties, there can be no such regulation of paper money output 
except by making it redeemable in the costly gold. 

The high prices caused by the recent credit inflation make gold 
costly to mine, hence we hear a good deal about stimulating gold 
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mining by means of premiums or tax exemptions or other bonuses. 
Such measures are foolish; they try to destroy artifically the auto- 
matic and salutary regulation of gold production mentioned above. 
The trouble is not that there is too little gold in our reserves, but 
that the gold we have is called upon to hold up too large a volume 
of inflation. Beduce the inflation and promote stability instead 
of adopting artificial measures which in the long run are apt to 
act as boomerangs. 

There is another important reason for checking and decreasing 
inflation. That is foreign trade which, of course, includes Euro- 
pean reconstruction requirements. Devastated £iux>pean and 
other countries need our goods, the former especially need 
them badly. Large foreign orders would allow many American 
plants to run at 90 per cent instead of at 60 per cent capacity and 
would give emplojrment to thousands of men and either directly 
or indirectly would stimulate agriculture, mining, transportation, 
and every other industry in the United States. 

But foreign orders are not coming here in quanity for two main 
reasons, first because of lack of means to pay for American goods, 
second because of uncertainties, especially, high and uncertain 
prices. How shaU the war burdened European countries pay for 
American goods? They cannot well spare gold. Their credit 
inflation exceeds ours. It rests upon a smaller apex of gold re- 
serve. Besides we do not need their gold. More would result in 
higher prices here and consequently fewer orders from them. 
They can pay partly but not entirely in goods which they may 
send us. Inasmuch as they cannot spare their gold to pay for the 
balance, if we are to ship the large quantities which we should 
for the sake of our own interests as well as theirs, we must arrange 
to grant them credit. This means that America must send them 
goods and accept pay later; in other words, that America must 
produce and save a surplus for export. 

But with prices as high and uncertain as they now are, foreign as 
well as American enterprisers hesitate to buy. Their expenses and 
capital investment might easily be so great that when lower prices 
come they could not meet interest and other costs. They would 
be in danger of having losses instead of profits; in fact, many 
would probably end in bankruptcy, and in the long run it would 
not be wise for American investors to finance such undertakings 
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on the present price level. It is obvious that the development ci 
a stable and solvent foreign trade would be a big step in the solu- 
tion of our immediate readjustment problems and would bring in 
dividends for years to come, to say nothing of the immense bene- 
fits to devastated Europe. 

Thrift the Remedy For Inflation 

We have already seen how the increase of money and credit has 
outnm the production of goods, due largely to the fact that bank 
credit, that is, borrowing, has increased faster than the production 
of goods; or, to put it in another way, because the great mass of 
American people have borrowed to buy when they should have 
saved, and thus have brought about an unstable situation which 
is one of the main obstacles to readjustment. 

The government expects to have another huge loan drive in 
April and may have to secure billions in addition through war 
savings stamps or through the banks later. In so far as sudi 
borrowings are not paid out of the surplus production and savings 
of the people of the United States they wiU add to the e3dsting 
credit inflation. Besides the government, the railroads, indus- 
trial enterprises, farmers, and others throughout the United States 
need vast amoimts of capital. Inflation and all its evils can be 
cured in no other way than in the production and saving of goods 
which will allow the paying off of debts and the restoration of the 
proper proportion between money counters and goods. 

This is no time for checking production, especially production 
of equipment and other durable goods, nor is it a time to let up in 
our war on waste. Conservation of resources, planning for the 
future, wise spending and economy are scarcely less urgent now 
than before the armistice was signed. The savings movement 
born of the war should be continued and developed. In fact, there 
is a pressing need for every agency and person in the United States 
whether savings bank, insurance company, manufacturer, mer- 
chant, miner, artisan, farmer, or individual of whatever interest, 
to cooperate with the government in its nation-wide campaign to 
make thrift a national habit. 



Making National Debts National Blessings 

By Simon N. Patten, Ph.D. 

Philadelphia, Pa. 

TAY COOKE, the noted financier of our Civil War, invented 
^ the maxim: "'National debts are national blessings." This 
seems a paradox and yet its truth can readily be verified. The 
thought is not that destruction is the motive for industry but 
rather that necessity is the mother of invention. Men and 
institutions are too conservative. Controlled by habit, tradi- 
tion and routine they lag behind the actualities which evolu- 
tion creates. The world moves on by huge mutations and not by 
a multitude of minute variations. There is thus both theory 
and fact back of Jay Cooke's slogan even if war slackers wiU not 
admit its validity. The world today faces such mutation, the 
destsructive part of which is abeady apparent. War debts are its 
visible evidence. The reconstructions are ahead. World debts 
are the force which will make us accept the new order. 

This world debt may be met in two ways. If we let blind forces 
decide who shall bear the loss, a great financial panic will occur. 
World values wiU fall to a far greater extent than the loss actu- 
ally incurred and he will bear the burden whose values relative to 
others fall the most. The nominal bearers of burdens are thus 
not thar ultimate bearers. The French did not pay the indem- 
nity of the war of 1870. The bills were settled by the financial 
panic of 1873 through which America lost more than France 
because her values were more inflated and hence less stable. 
Fix the payment of the present war debt as treaties may, England 
and America will bear the burden of it if a financial panic de- 
termines on whom the payment shall rest. From him that hath 
shall be taken, is the crude law of panics and who is he who hath, 
but America? Our war debt and the inflation of money and credit 
which goes with it amounted to thirty billion dollars. The de- 
pression due to a world panic would cost us a like sum. To- 
gether our losses would be a quarter of the two hundred billion 
of values we had when the war began. 

So much for one way of meeting a world crisis by paying for the 
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war by our blood, sweat and suffering and then paying for it agam 
by the disasters which follow in its trail. The other method con- 
verts disaster into a blessing by making industrial readjustments 
pay national debts and in addition create a surplus to enable other 
long needed reforms to be made. If the new situation stirs our 
energies, removes prejudices, overcomes conservative stupidity, 
forces the use of new industrial mechanisms and so modifies our 
political institutions that they can function in our modem world, 
— ^if all these and other available adjustments are made, our 
children will bless the war instead of r^arding it as a curse. 

It was the debt of the Revolutionary War that forced the adop- 
tion of the national constitution, which constitution, through its 
benefits, paid for the war without taking a dollar from the pock- 
ets of anyone. Again in our Civil War did Jay Cooke's maxim 
prove its worth. Its debt was paid not by the sweat of labor but 
by the great inventions of the epoch. The Western expansion, 
the harvester and the sewing machine and the locomotive, be- 
sides paying the national debt, left a surplus for all to enjoy. 
Shall we face debt as our fathers did by corresponding improve- 
ments or shall we cause disaster by stupid inaction? Below is a 
plan which, protecting industry from loss, would yield a gain 
for all to enjoy. 

Explanations 

In the plan there is little new. It contains merely a clear 
statement of the cogent demands of the leading agents in pro- 
duction in language which can be imderstood and accepted by 
other agents and by the public. The new is not in these danands 
but in the way they are to be met. In the past, each group has 
presented its claims and assumed that their increase of income 
should come at the expense of other agents. In contrast to this 
I would find what are the legitimate demands of each agent and 
then see if these added costs cannot be met, not at the expense cl 
others, but by an increase of industrial efficiency. I make there- 
fore a national budget of increased costs and one of possible 
improvements to see if the costs of the one cannot be paid out d 
the surplus of the other. If so each group has an interest in an 
enlarged production which would liquidate its claims without 
creating burdens for others to bear. The data I use in tliis 



Making National Debts National Bubssingb 41 

compilation are those of 1914 unless they are plainly abnormal. 
AU changes and per cents are differentiations from this base. 

The urgent demands of the workers are for shorter hours, in- 
creased pay, the right to organize, and compensation for risk and 
disability. The fanners want higher prices for their products but 
resist the increased prices which the demands of other agents 
would make. The laborers want more wages at the expense of 
capital, and employers desire more profits through reduced labor 
costs. Each group thus assumes a fixed national income but de- 
mands an increase of its share at somebody's else expense. The 
struggle is thus transferred to the area of distribution with all the 
bitterness which such struggles make. 

The national wage bill for 1914 was ten billion dollars. The 
total national income at that time was perhaps forty billions, 
wages receiving on the average about a quarter of the value of 
the goods produced. Another estimate reaches the same result. 
The population of the nation was one hundred millions. Ten 
billions in wages would mean one hundred dollars for each man, 
woman and child. As the typical family is composed of parents, 
three children and one dependent, this would give $600 as the 
average income of workmen's families, a sum verified by other 
available data. If these be the facts, a 50 per cent rise in wages 
would demand the payment of five billion dollars annually. 
Much would be returned in increased efficiency but not enough to 
meet this bill. A fair estimate would be that the deficit created 
would be about 40 per cent of the whole, or two billion dollars. 
To pay this, together with the assumption by the employers of 
industrial liabilities, would involve an increase of 15 per cent in 
the value of products above those of 1914. This would be the 
cost of providing a decent standard of life for workers other than 
those general changes demanded by the good of the whole nation. 

The need of the farmer is primarily for a stability of agricultural 
prices. At present, farming is a gamble and the mental attitude 
of the farm^ is one of extreme pessimism. This seriously reduces 
his effectiveness and prevents the increase of agricultural products 
to the dc^ee demanded by public welfare. A second need is for 
protection against race degeneration in rural communities and a 
third is for enforced cooperative enterprises which will enable 
joint production to be carried on to an advantage. The isolated 
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self-sufficing f armeTy however valuable in the past, is now a drag 
on every rural community. Cooperative fanning is as necessary 
as large scale production in industry and would produce as val- 
uable results. 

To gain a stability for agricultural prices demands not a fixing 
of average price but of a point below which prices cannot fall. 
At this point goods must be taken off the market, stored or trans- 
formed into products capable of increased transportation, or freed 
from the danger of deterioration. This will be the public cost 
of stable farming but it will be more than met by the lower aver- 
age price. I have excluded com and oats from the acti<m of 
this measure because their prices are sufficiently stable under 
present conditions. The price of land fitted for their production is 
also above the $100 limit. The need of price fixing is especially 
apparent in the case of wheat and potatoes. All garden products 
would be likewise benefited. Grermany has found a minimum price 
of potatoes extremely helpful. 

The productivity of land increases as its price rises until the 
point of maximum productivity. I have assumed this point to 
be reached when land is valued at $100 per acre. Higher land 
prices tend to emphasize net at the expense of gross product and 
to increase the evils of tenant farming. This evil should be 
met by taxing rented land. 

I also suggest a zone tariff for transportation in the place of the 
mileage rate now enforced. Mileage rates make the cost to the 
consumer that of the most disadvantaged farm while the benefits 
of lower rates for nearer points do not go to the farmer but are 
absorbed in increased land values. A zone rate the same for all 
producers would thus lower consumers' costs, cause products 
to be produced at points of greatest advantage, and give stabil- 
ity to all producers. 

With the solutions suggested for the improvement of the worker 
and the farmer the public is familiar and on the whole favorably 
disposed. If it can be shown that they are practical they would be 
eagerly adopted. But the changes involved in an efficient busi- 
ness program would meet with severe opposition. The doctrine 
of free competition has been thoroughly instilled into the public 
mind by ages of practice; the transformation to an epodb of in- 
dustrial restriction will therefore not be an easy task. The fear 
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of monopoly is a menace which can be avoided only by a rigid 
system of state r^^ation. The experiments of the war epoch 
have, however, shown how this can be done and their success 
constitutes one of the great benefits of the war. 

The assumed inability to fix reasonable prices either for goods 
or services has not proved so great as was assumed. Book- 
keeping has become a science and cost accounts should be kept 
by every large establishment. When some common system of 
accounting has been devised and enforced, sound estimates can 
be made as to each element of cost and of the relation of cost to 
profit. Reasonable prices and fair profits are then an easy task 
to determine. Sometime the transition from competition to 
regulation must be made. Why not make it now when its effects 
are so much needed to solve other problems? It is through the 
increase of industrial efficiency that the costs of progress must be 
met. Distributive schemes fail through the animosities they 
create. Increased production and mutual aid are the only solvents 
of the problems inherited from long ages of want, and made 
vivid by the antagonisms of race and class. 

Government regulations of this sort leave the individual as 
he is with all the variety of motive and interest which men now 
exhibit. The scope of individual initiative and personal choice 
would be largely increased and made real to all classes. Were 
all the proposed improvements made, no one would note the change 
on the street except for the absence of poverty and the presence 
of cheer. The difference would show itself in the mechanism of 
industry and the coordination of effort When men work they 
would work with each other and not at cross purposes. In- 
dustrial units would be on so large a scale that the individual 
would be no more conscious of them than that the world turns on 
its axis. It is bad, imperfect mechanisms so small and com- 
plicated as to demand individual attention which make us their 
slaves. Great mechanisms are the basis of personal freedom. 
They save time and energy for objects of greater personal mo- 
ment. Friction can thus be removed and self-initiative encour- 
aged without the repression which a close supervision of individual 
acts creates. It is the individual who should be free^ not the great 
mechanisms of production. 



I 
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CoNCIiUBION 

The cost of the war may amount to thirty billion dollars to 
which a like sum may be added if a lack of foresight permits a 
world crisis to generate its destructive power. A full ootfperation 
between worker, farmer and producer is needed to thwart this 
evil and to create the fund out of which the deficits of progress may 
be met. Mutual effort and the utilization of known devices 
would add from sixteen to twenty billions to the annual income 
of the nation. The cost of this would not be more than eight 
billions and might be much less. This would mean a 50 per cent 
increase in wages, a 5 per cent return on safe investment, $100 
an acre as the average price of farming land, stable prices for all 
agricultural products, a 10 per cent return on active capital, a 
sixty bUlion annual income and an increase of national wealth 
from two hundred to three hundred billion dollars. Such is the 
change measured in dollars. The improvement in heath, longevity, 
education and efficiency are equally apparent. A world is in sight 
in which none are ignorant, few die before the age of sixty, where 
poverty is unknown and disease ceases to terrify. Shall we let 
old antagonisms and senseless stupidity keep us from a goal which 
mutual good will could readily attain? 

National Budget 
New sources of national income 

MilUonM 

Control of mineral products (500 

Increased use of tropical products 500 

The ultilization of chemistry 500 

Improved market facilities 500 

Railroad economies 500 

Decrease in adverse balance of trade 500 

Water rights and water ways 500 

Office economy 500 

Administrative efficiency 1,000 

Food conservation 1,000 

Prevention of disease. . / 1,000 

The standardization of products , 2,000 

Joint man production 2,000 

Stabilization of agricultural prices 1,000 

Elimination of sales costs 1,000 

Increased efficiency of labor 8,000 

Total $16,000 
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Addihokal National Cobtb 

Miilumt 

Interest on debt $1,000 

Pensions 1,000 

Sinking fund 1,000 

From rise of wages 2,000 

Costs of industrial transformations 600 

Industrial liability 500 

Health supervision 500 

Child culture 400 

Vocational training 400 

Community welfare 400 

Besearch and experiment 100 

Saper-education 100 

Total 18.000 

Fabm Maxims 

1. The increase of production comes not from an -enlarged 
acreage but from a better use of good land. A bad year for good 
farmers is a good year for bad farmers. 

2. Any product which can be raised south of the frost line 
should be raised there. 

3. Gross production is limited when the price of land rises above 
$100 an acre. 

4. The fanning unit should not be less than that needed to 
employ two men at full time. 

5. * The dearer stock and tools are in the end the cheaper. 

6. The home uses of food are more important than those of the 
market. 

7. Farm prices should not be a gamble but a certainty. Stable 
prices are better than alternating high and low prices. 

8. Local associations should control the occupancy of farms and 
enforce cooperative enterprise. 

9. Every community needs defensive measures to protect it 
from race degeneration, and coercive measures to promote pro- 
duction. 

10. Each agricultural unit whose industry conforms to public 
interest should be placed in a position to compete on the common 
market. For this end a zone tariff affords the best solution. 

11. All staple food crops acept com and oats shall have a 
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guaranteed minimum price estimated at 80 per cent of the aver- 
age price for the past ten years. 

12. No importation of farm products shall be permitted where 
the price falls below the average of the past ten years. 

13. Experiments of national import shall be made in the preser- 
vation of food products from season to season and when success- 
fid shall be operated on a sufficient scale to stabilize food prices. 

14. Elevators, stock yards and other means of marketing prod- 
ucts shall be made common property subject only to such fees 
as are needed for their maintenance. 

15. Farm tools and improvements shall be exempted from taxa- 
tion except for schools and roads. * Nor shall dairy farms be 
taxed for more than 60 per cent of their value. 

16. All rented land other than to members of the same family 
shall be subject to a tax of 10 p^ cent on the rent received. 

Labor Maxims 

1. The working day shall be limited to eight hours, the week to 
forty-four hours and each year shall contain a two weeks' holiday 
with full pay. 

2. The expense of removing the causes injuring laborers or re- 
ducing their vitality shall be r^arded as Intimate costs to be 
borne by each industry. 

S. All attained standards shall be regarded inviolate. 

4. Laborers shall favor industrial improvements and share in 
their advantages equally with employers. 

5. When labor is displaced by improvements, this labor shall 
be compensated for its loss out of the profit arising from the im- 
provement. When this cannot be measured, the burden shall be 
accepted by the state and paid for out of the general surplus of 
society. 

6. All health regulations affecting the workers shall be regarded 
as public charges if their causes lie beyond the control of specific 
industries. 

7. Where the work of an industry incapacitates or reduces 
the efficiency of the worker before sixty, his support is a Intimate 
charge on this industry until that age is reached. 

8. One thousand dollars shall be regarded as the iniwiTwiiin 
standard necessary to provide for the support of a family. Where 
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superior efficiency is demanded in any occupation, sufficient ad- 
ditional remuneration shall be given to evoke the needed skill. 

9. Workers sl^all not demand the control of the industries in 
which th^ work but they must have the right of collective action 
and of collective decision. Th^ are entitled to all the facts which 
bear on wages, costs, prices and on industrial effectiveness. When 
these facts are given, no publicity shall follow unless the manage- 
ment and the workers fail to agree as to the policies involved. 

10. Workers shall control the conditions of membership in their 
unions, but these regulations shall conform to public interest and 
be subject to public revision. 

11. The education of children shall continue imtil the comple- 
tion of their eighteenth year before which age they shall be ex- 
cluded from industry except as part-time apprentices subject to 
the rules of the union concerned and of the educational authorities. 

12. Every industry shall supply continuation schools in which 
the worker may attain the maximum efficiency of his occupation. 

IS. Where women and men do the same work their pay shall 
be the same. If women are excluded from unsuitable occupations, 
corresponding occupations shall be reserved for them subject to 
such regulations as their health and public welfare demand. 

14. All industrial occupations shall be conducted on the ground 
floor and each plant so isolated that the work^ may have a home 
of his own. Industrial plants shall be at the perimeter and not 
in the center of each town. The zoning of cities for this end 
shall be enforced by public regulation. 

15. No taxes shall be laid on the food of workers nor shall 
special taxes be placed on their clothing or on housing material. 

16. Organized labor favors cooperation with associations striv- 
ing to promote public welfare and stands ready to do their part to 
make this larger unification effective. 

Business Maximb 

1. Joint mass production shall be encouraged imder such r^u- 
lations as conserve public interest. To this end a national board 
of industrial control shall be formed with powers similar to the 
interstate commerce commission. 

2. National boards shall also be constituted to control water 
privil^;es, forests, mineral resources, the standardization of 
products and the protection of investments. 
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S. The legitimate capitalization of these joint enterprises shall 
be their present physical valuation plus 20 per cent. 

4. If the present capitalization exceeds this limit, one>half of 
the net profits shall be set aside to reduce liabilities or to increase 
the value of plants. 

5. The return on capital thus invested shall be double that of 
secure investments. Any excess of this return shall be divided 
equally between the enterprise and the public. 

6. On the boards for the control of joint enterprises both the 
workers and the public shall have representation. 

7. In these joint enterprises injury to workers or a reduction 
in their efficiency shall be accepted as a burden to be met by an 
increased price of the goods produced. They shall not int^ere 
with the organization of their employes nor refuse to treat with 
them in their collective capacity. 

8. All new issues of stocks or bonds, all new corporations so- 
liciting subscriptions, all public presentation of schemes of in- 
vestment, and all attempts artificially to raise or lower prices, 
shall be under the national control. 

9. No increase of prices shall be permitted without national 
consent. 

10. Where the sale or purchase of commodities involves foragn 
commerce, joint boards of control may be established to expedite 
such transactions with the right to hold property, to own ships 
and to control business facilities in the regions where they trade. 
Such enterprises shall be allowed a double profit on all capital 
legitimately employed. 

11. The unification of existing railroad systems shall be per- 
mitted when such combinations permit a better routing of goods 
or prevent a duplication of facilities. All gains from agreements 
to lower costs shall be used for betterments or to reduce liabilities. 
The resulting values shall not be made the basis of stock issues 
nor of stock dividends. 

12. Where corporations have developed with complex imder- 
lying obligations a simplification shall be permitted into two 
classes, mortgage and stockholders. Underlying securities whose 
holders refuse to be partners in such simplification shall be taxed 
50 per cent on the excess of their return above 4 per cent on the 
original cash investment. 
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IS. Mineral products are declared to be mutual national posses- 
sions and subject to such restrictions as to extraction and sale as 
public interest demands. All royalties exceeding 10 per cent of 
the value of the product shall be taxed 80 per cent. 

14. A board for the control of agricultural products shall be 
formed with power to r^ulate price and to stabilize production. 

15. Retailers shall be permitted to enact protective regulations 
subject to the supervision of the national board of industrial con- 
trol. 

16. Joint experiments for the reduction of costs shall be en- 
couraged in all fields of production. On capital thus employed, 
100 per cent profit is permitted during the first twenty years of the 
use of product. 

Postscript 

The program outlined above would suffice to meet our internal 
problems yet the same difficulties are encoimtered on a much 
largCT scale in our international relations. Many nations are 
likely to be unable to meet their obligations. Even fVance is not 
free from the danger of bankruptcy. We may therefore be com- 
pelled to enter into foreign alliances to stem a world tide of 
disaster even if our home affairs are satisfactorily cared for. 

Three policies are open to us. An international league of peace, 
an alliance with England and a policy of isolation. A league 
of peace has moral and political advantages but its influence 
on the economic situation would be limited. We can success- 
fully continue a policy of isolation only by the addition to our 
territory of lands to the south. We have scarcely any land free 
from frost while tropical products are of increasing importance. 
With this modification, a policy of isolation could be economi- 
cally successful. We are not yet dependent on world commerce 
for the needed industrial expansion. 

There would however be many gains from an economic alliance 
with England to safeguard our world interests and to give our 
ideals and traditions a lasting supremacy. The control of the sea 
is now Anglo-American. If it were used for himianitarian ends 
not only could economic prosperity be given the whole world 
but much could be done to ensure political stability. 

The key to world peace is in the control of the sea. Those who 
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control it also shape world ideals and make world traditions. 
Economic prosperity is thus the forenmner of world unity and this 
prosperity is now in Anglo-American hands. 

It seems advisable therefore to complement internal economic 
solutions with that larger world solution for which the position 
and importance of our race have made us responsible. The miaxims 
which follow would give an external security as great as that to be 
obtained by the internal policy above outlined. 

Anglo-American Maxims 

1. The English and American people are declared to be an in- 
separable coterminal unit with mutual rights and duties. 

2. Our inherited institutions, ideals and traditions are declared 
to be the only basis of a new world order. No nation shall be 
treated as an equal which does not accept them in their entirety. 

S. No binding treaty shall be made with other nations except 
by the knowledge and consult of both nations. Any existing 
treaty violating this provision shall be revoked. 

4. The assent of the Irish race is indispensable to this unily. 
Their rights and sentiments shall receive equal consideratioii to 
that of other integral parts of the alliance. 

5. America shall have a super-sovereignty over the American 
continent. America and Australia shall have a like sovereignty 
over the Pacific ocean and its islands. 

6. No nation shall have the freedom of the s^ for its products 
which subjects its exports to any excise tax unless the proceeds 
are used solely for health, sanitation or industrial improvement 

7. No nation shall be given the freedom of the seas for its 
products which oppresses any part of its subjects on account of 
religion, race or other prejudices. Nor shall they keep armies 
beyond the need of internal protection. 

8. AU the mineral resources of the world shall be subject to sea 
control if their shipment is necessary. Nor shall tropical advan- 
tages or tropical people be exploited by any one for selfish eads, 

9. The control of every sea is essential to these ends. All ac- 
quired rights shall be maintained and every precaution taken to 
make this control effectual. 

10. This control shall not be used for the material advantage of 
any part of the Anglo-American realm. Nor shall it be used 
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to collect debts in foreign countries nor to enforce laws. Subject 
to necessary restrictions the trade and commerce of the world 
shall be open to all on equal terms. 

11. Adjunct states may be formed by either nation within its 
sphere of influence. Such states shall control their local affairs 
subject to such regulations and limitations as are needed to pre- 
serve the allianoe and to extend its influence. 

12. A special supervision may be exercised over states organ- 
izing themselves on an Anglo-American basis. For this' end Asia 
Minor, Persia and China are declared to be under Anglo- American 
protection. 

IS. No interference in the affairs of independent nations is in- 
tended. They shall have the same right of self-initiated progress 
which the Anglo-American race claims for itself. 

14. The control of infectious disease is declared to be essential 
to the success of this alliance* For this purpose a tax may be 
laid on ocean commerce. 

15. International commerce may also be organized and mass 
production encouraged so that a net profit may be created to pay 
the debts of nations incapable of meeting them. 

16. Other coSrdinate nations may be admitted to this alliance 
if they accept these principles and permit public opinion to be 
molded by the same moral forces which create Anglo-American 
sentiment. 



The Readjustment of Industry in the United 

Kingdom 

By C. Deusle Burns, M.A.^ 

London, England 

rilHE industrial problem during the transition from war to 
-*■ peace is only in part administrative. Especially in Eng- 
land, where the state has never entered into industrial life with- 
out hesitation, the problems of manufacture and commerce will 
probably continue to be dealt with by private enterprise. Even 
in the confusion which may result from the sudden end of a great 
war, the government official is not regarded as the best person to 
solve problems of industry; and therefore the activity of the cen- 
tral government is confined to supervision and r^ulation of in- 
dustrial life. Our statement of the issues involved in the indus- 
trial transition is limited and defined by these facts, and we shall 
describe the problems and the solutions adopted from the point 
of view of administration and governmental policy and not from 
the point of view of commercial or financial interests. 

Government Preparation for Reconstruction 

Reconstruction has been recognized since early in 1916 to be 
one of the tasks of the Government which would necessarily fol- 
low the war. Under the Asquith Government of that date a 
Committee of the Cabinet was appointed in March, 1916 to con- 
sider the problems and to prepare a policy for the time which 
would immediately succeed the war. That Committee, with 
various sub-Committees, began the devising of a plan for demobil- 
izing the army, discharging civil wax-workers and other urgent 
after- war issues; but it also considered problems of permanent 
policy, such as housing, education and the rest. 

At that time the great transformation of the engineering in- 
dustry for the manufacture of munitions had not been completed, 
and the industrial problems of the future transition to peace ap- 
peared to be largely problems of the supply of labor. When the 

i Mr. Bums is author of "Political Ideab/' ''The World of States," m4 "The 
Morality of Nations." — ^Thb Epitob. 
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Lloyd George Ministry took oflBice at the end of I9I69 the connd- 
eration of after-war problems was continued by the old sub-com- 
mittees; imtily in March, 1917, a Reconstruction Committee was 
appointed, consisting of persons- of standing in social knowledge, 
and in industrial and political experience. This Reconstruction 
Committee was to advise the Government on after-war problems; 
and it continued to operate until August, 1917, when the Ministry 
of Reconstruction was created.' The old sub-committees con* 
tinned to exist and new committees were appointed. The in- 
dustrial problems had by that time become very complicated; and 
Dr. Addison, the first Minister of Reconstruction, who had lately 
been Minister of Mimitions, was well aware of the difficulties 
which the immense production of munitions had created in the 
chemical and metal trades. 

The investigation of the after-war industrial problems was 
considerably extended by the Ministry of Reconstruction. An 
Advisory Council to the Minister was appointed, which consisted 
of leading men and women, both on the labor side and on that 
of employers. The problems of Finance, Commerce, Transport, 
Raw Material Supply, and many others of a similar nature, were 
carefully considered; and a special committee was appointed to 
consider possible developments in the Engineering industry. 

The policy of the Government, therefore, followed the same 
lines as had been adopted by the Asquith Grovemment, in prepar- 
ing a general scheme first for the transition problems and secondly 
for the more permanent problems of readjustment to peace con- 
ditions. There had been a Cabinet Committee of the heads of 
Executive Departments and afterwards an Advisory Committee of 
experts; and now there was a responsible Minister with a Depart- 
ment, and experts as advisors. The organization of the De- 
partment was based on the distinction between the different prob- 
lems as far as they could be foreseen in 1917; and the method of 
work was still largely through the investigations undertaken or the 
advice given by Committees.* Naturally, the Ministry was not 

> New Mmistries Act; 7 and 8, George V., ch. 44, of 21, viii, 1017. For the de- 
tails of the work and oiganization of the Ministry of Beconstruction, see the 
Annual Report. 

* The following is a list of the chief Committees which deal with industry and 
commerce: Old sub-Committees— Agricultural Policy, Coal Conservation, 
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concerned with industrial and commercial readjustment only. 
Problems of social amelioration, housing* education and the 
machinery of government, were also dealt with, but here we shall 
be concerned only with that part of the work which was affected 
by and which affected industrial adjustment in war, and after 
war to peace conditions. The cost of the Ministry of Recon- 
struction was given in an official statement of June 17, 1918 in the 
House of Commons, in comparison with certain other costs; but 
it must be understood that the cost includes expenses of members 
of Committees: 

Department TaUd Total Annual 

Steiff CkM 

Ministry of Munitions 16309 £2,775,179 

War Office 16.100 2,206,5SS 

Ministry of Labour 5,763 756,268 

Board of Trade 4,800 780,000 

Ministry of Recofistniction 112 24,985 

The MiNisTBT ot Reconstrtjction 

The Ministry of Reconstruction formed, as it were, an outlook 
post before hostilities ceased. It had no executive powers and it 
was, therefore, dependent upon the older departments both for 
the knowledge which past experience had given them and for the 
carrying out of any measures which could be adopted while the 
war lasted. Most of the executive departments, however, were 
too much absorbed with the work involved in war organization 
to devote much time to the preparation of post-war policy; and 
in any case the problems of peace needed to be seen from some 
central point of view. Coordination of the inquiries preliminary 
to action by the executive departments was therefore necessary; 
and to this the Ministry of Reconstruction added the advice and 
experience of those who were outside government offices and were 
intimately acquainted with finance, commerce and industry. 

When, at the end of October, 1918, it was clear that hostilities 

Acquisition of Land, Demobilization of the Army, Relation of Employen and 
Employed, Civil War Workers, Demobilization. New Conunittees — Chemical 
Trades after the War, New Industries in Engineering, Supply of Baw Materials, 
Trade Combinations and Trusts, Currency and Exchange, Financial Facilities 
for TVade, Financial Risks in the holding of Stocks, Raw Material for Buflding, 
Fina n c ial Asmstanoe for Housing. 
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would soon cease, the Minister of Reconstruction was able to pre- 
sent a definite sch^ne for demobilization and other transition 
measures to the Grovemment; and immediately after the Armistice 
was declared, Dr. Addison made an announcement in the House 
of Commons of the chief points in the policy which the Govern- 
ment had decided to adopt ;^ and various official notices in the 
Press were issued. 

That is the history of preparations for solving the problems of 
the readjustment of industry. We may now review the prob- 
lems themselves in greater detafl and explain the machinery which 
was at the disposal of the Grovemment for dealing with them. Ob- 
viously it was impossible to foresee all the difficulties which have 
arisen and many of those which will undoubtedly arise in the 
near future. It was clearly impossible, for example, to foresee the 
suddenness with which the war would end. But on the whole, 
the general situation, as we now know it, was foreseen and the 
preparations made have proved to be useful. 

Effects of War 

In order to understand the problem, however, it is necessary 
to review first the adjustment of industry to war conditions and 
then to describe the readjustment for the transition from war to 
peace; for industry of January 1919 was very different from in- 
dustry of 1914, and it was the difference which made most of the 
difficulties. The industrial problem became graduaUy more com- 
plicated as the war grew longer. In the later months of 1914, 
it may have been possible to think of a mere restoration of the 
old situation as soon as the war ended. But by the middle of 
1915, it became obvious that the proportionate strength of dif- 
ferent industries was changing, that new developments were oc- 
curring in some industries and that it would be quite impossible, 
even if it were desirable, to go back to the situation of August, 
1914. The markets of the world had changed, the old transport 
routes were closed or very much modified, the majority of the 
goods produced were different, and a great part of the available 
labor of the world was under arms. It was expected that the 
financial system would collapse, that the world would starve and 

« Hansard. Commoit November IS, 1918. 
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that the new situation could not last for more than three years. 
But an adjustment took place in the world at large and in the 
United Kingdom, until in 1918 the organization of life on a war 
basis seemed almost natural and great numbers had learned to 
take advantage of the changes which the new situation offered. 

Government Action Affecting Industry 

The changes in industry during the war may be distinguished 
into those which were due to Government action and those which 
were the consequences of the world situation. The latter hegEOi 
to operate in August, 1914, in regard to employment and this was 
the first obvious industrial problem which had to be dealt with. 
Shipping was dislocated, orders were cancelled, men left the works 
for service in the army and the general result was that works 
closed down and great numbers of men and women were unem- 
ployed. The genial public appeared to be affected by the b^[in- 
nings of panic in regard to foodstuffs and the common cry which 
was used to keep industry going was "Business as usual.*' 

When the situation cleared somewhat, the cry was raised that 
we should take the opportunity to ^^ Capture German trade"; and 
indeed it was obvious that the supply of the markets of the world 
was likely to be considerably modified by the naval situation. 
We need not, however, relate the victory of the industrial changes 
which immediately followed; for Government action in regard 
to industry soon became the most universal source of change. 

The natural and non-administrative causes of industrial change 
were such as the diminished quantity of goods produced and the 
limited supply of transport. This began the general increase of 
prices which was speedily assisted by various methods of inflation. 
Hesitancy, uncertainty and a general ignorance of what the situa- 
tion would be in the near future all caused industrial change; and 
none of these were directly due to governmental action. But 
social life is one system and it is perhaps too abstract to distinguish 
the natural from the administrative causes of industrial change. 
In any case we are here concerned only with the administrative 
Government action with regard to industry begun for the pur- 
pose of raising men for the army and increasing the supply of 
munitions. The first and ultimately the most important changes 
introduced had to do with "' dilution" and Trade Union practices. 
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The immediate purpose was to increase the supply of labor for 
the metal and chemical trades and to make labor more '"mobile." 
The increase of supply was to be obtained by the use, in engineer- 
ing works chiefly, of women and unskilled men; and mobility was 
to be improved by removing the regulations by which the Trade 
Unions had hitherto preserved the interests of skilled men. The 
demand for soldiers and munition workers absorbed all unem- 
ployed, drew back into industry the older men who had retired, 
introduced boys and girls into industry before their normal time 
and, above all, caused a transfer from peace industries to war in- 
dustries. This transfer was, naturally, due in part to other causes 
than Government action, as we have noted above; but the general 
result on employment may perhaps best be explained at this 
point. The following are approximate figures to show some of 
the changes which occurred: 



Occupation 



Men 



July, 1914 



April, 1918 



Women 



July, 1914 



April, 1918 



Building 

Mines and Quarries 

Metals 

Chemicals 

Textiles 

Total Industries (including 
others) 

Agriculture 

Transport 

Total Occupations* (including 
others) 



920,000 

1,266,000 

1,684,000 

159,000 

625,000 



6,168,000 



450,000 

1,052,000 

1,849,000 

166,000 

425,000 



4,966,000 



7,000 
7,000 

170,000 
40,000 

868,000 



2,176,000 



27,000 

18,000 

655fi00 

lOSfiOO 

844,000 



2JlSfiO0 



800,000 
1,100,000 



589,000 
821,000 



80,000 
17,000 



89fi00 
95,000 



10,606.000 



8,210,000 



8,276,000 



i,808fi00 



* Shows an increase, excluding domestics, dressmakers, mercantile marine and 
a few others. 



We may now look more closely into the nature of the Govern- 
ment action which partly effected these changes; and here the 
most prominent issue is that of the Government pledges in regard 
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to Trade Union practices . The customs and practices in regard to 
the amount of work to be done, the class of worker who was to 
operate a certain type of machine, and other such regulatioiis 
enforced by the skilled Unions, restricted the output of war mate- 
rial. It has long been a tradition of employers that Trade Union 
customs and practices are restrictive; and output has long been 
the chief purpose to which employers of labor have devoted their 
minds. In the same sense, the shipowner usually r^ards regula- 
tions as to a load-line as restrictive; and he is more interested in 
the output of cargo than in the space for the crew. But all regu- 
lation can be r^axded as restrictive from one point of view; and 
from the Trade Unicm point of view the restrictions were r^ula- 
tions aiming at reducing to order the chaos of the labor supply. 
The customs and practices were, therefore, believed to defend 
labor from exploitation and were to be supported on the same 
grounds as were the Factory Acts or the relevant parts of the 
Merchant Shipping Acts. 

It was clear, however, that a fundamental difference in the 
method of regulation existed, in that Trade Union practices were 
enforced by the parties chiejBy concerned and not by the State. 
The Grovemment of the day accepted the idea that a larger output 
could most easily be obtained by the removal of all regulative 
restrictions on the use of labor; and the State led the way by 
withdrawing some of the prohibitions under the Factory Acts in 
regard to overtime, the labor of women and children and in r^ard 
to occupations hitherto classed as dangerous. Some of the reports 
of the factory inspectors indicate that employers often went 
further than was intended by the Home Office and paid no atten- 
tion at all to the old regulations. But apart from the exaggerated 
devotion to output at all costs — to others (which is often held to 
be of the essence of good business management) there was a gen- 
eral feeling that the old preservation of health and life must be 
subordinated to the supreme national need. Industry was, 
therefore, considerably affected by the removal of the customary 
"inhibitions" and restrictions. The Home Office assisted in the 
negotiations leading up to various agreements between employ- 
ers and employed in r^ard to pre-war customs. These agree- 
ments generally were to the effect that women might do work 
hitherto done by men; and this was agreed by Trade Unions in 
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the following among other trades — cotton, woollen, dyeing and 
bleaching, lace, wholesale clothing, gloves, boots and shoes, gold 
and silver, china, oil-seed, and baking. The terms of the agree- 
ments generally ran thus: ""It is mutually agreed — ^that females 
may reasonably be employed upon certain operations hitherto 
ordinarily restricted to male labor — ^that this agreement is an 
emergency provision and shall have effect only during the con- 
tinuance of the present war. " It is clear, therefore, that so far 
as these "'Home Office" agreements go, the parties do not depend 
upon any state action for the establishment or the abolition of 
substituted female labor. The effect, however, has been im- 
mense; and it cannot now be separated from the effect of changes 
in the munitions trades which were the direct results of Govern- 
ment action. 

Changes in Trade Union Practices 

Trade Union practices have been changed, united or abolished 
during the war in the mimition trades as a result of: (1) the 
Treasury Agreements of March 19 and 25, 1915; (2) Pledges given 
by Mr. Lloyd George on Jime 23 and 28 and September 9, 1915, 
by Mr. Asquith on August S, 1915, and by Mr. Montagu on 
August 15, 1915, each speaking for the Government; and (S) the 
Munitions Acts of 1915 and 1916. A preliminary agreement be- 
tween the Engineering Employers Federation and many engineer- 
ing Trades Unions is known as the Shells and Fuses Agreement of 
March 5, 1915; and this led the way to Government action in 
regard to engineering. The result was that women were sub- 
stituted for men and unskilled for skilled men; processes were split 
up in order to be given to different types of workers; changes 
were made in methods of payment and hours of work; and the 
whole apprentice system was affected. 

About 20,000 records of such changes are in the hands of some 
Trade Unions and of the Government and this hardly represents 
the actual number of changes made in the different engineering 
shops. But obviously the chief change has been in the substitu- 
tion of female for male labor, or the *' diluting" of skilled labor. 
Here, then, is an immense adjustment of industry in regard to 
labor, to which the Trade Unions concerned have agreed on the 
express and rei)eatedly emphasized condition that it is to last 
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only for the duration of the war. The readjustment to peace 
renders it necessary, therefore, to consider the whole question 
of Trade Union practices and particularly in the engineering in- 
dustries. 

Further changes during the war have been made through the 
Labor Department of the Ministry of Munitions. The mobility d 
labor from place to place was secured partiy by the institution of 
War Munitions Volunteers and an attempt was made in the 
closing days of the war to regulate the supply of skilled men by a 
method which was unfortunately named an '* embargo." But 
these do not constitute problems for the readjustment to peace 
since they are measmres which had only ephemeral effects. 

The Wages System was affected by the awards of the Com- 
mittee on Production and by orders imder the Munitions Act of 
1917. In general it may be said that the change resulted in a 
form of compulsory arbitration during the wax and the settiement 
of wage disputes by a Grovemment Committee; further, the 
changes of rate were in the direction of raising the level of wages 
in most industrial occupations. The effect on the after-war prob- 
lem is dealt with below; but here it may be said that (1) Govern- 
ment contracts made it easier to raise wages and (2) in some cases, 
as in Railways, the new rates of wages could not possibly be paid if 
the industry were to go back to its pre-war organization. 

Material fob Industry 

In regard to material for industry. Government action in- 
creased the supply of steel, wood, leather and, latterly, foodstuffs. 
At the time when hostilities ceased material for munitions was 
controlled and distributed through the Ministry of Munitions, 
material for army clothing through the War OflSce Contracts 
Department and foodstuffs through the Ministry of Food. The 
control system may be reviewed under these heads. 

After some preliminary action under the Defence of the Realm 
Acts, the Munitions of War Act of 1915 gave power to the Minister 
to take the whole output of any munitions factory or to take over 
and use such a factory. Under the same Act a special class of 
controlled establishments was arranged in which there was a 
limitation of profits to six-fifths of the pre-war standard. The 
whole of imported ores has been in the hands of the Ministry of 
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Munitions and the merchant, therefore, has been put aside during 
the war, in this matter as well as in regard to the contact between 
the maker of material and the user. Machinery and tools in 
engineering works have been rationed among the firms by the 
Ministry of Munitions; and the price given by the State has been 
based not on market conditions but on a " costings " system under 
which the firms were given what was deemed to be a ''fair'* 
profit. It will be understood, therefore, that there was consider- 
able readjustment of those industries which supplied munitions 
of war; and even if on the termination of the war the engineering 
and chemical trades go back to their pre-war organization, the 
experience of the war and the experiments then made will not be 
forgotten. These experiments will probably continue to affect 
the industries in the future. 

In regard to wool, the Government through the War OflBce Con- 
tracts Department purchased the whole of the Australian clip. 
This, with other special supplies, was used to provide army 
clothing for all the Allies and the residue was allocated for civilian 
use. The raw wool was actually owned by the British Govern- 
ment. The price was kept by purchase under large contracts 
lower than the general world-price and, therefore, the armies of 
the Allies were clothed more cheaply than they would otherwise 
have been. The manufacture of the woollen clothing, however, 
had also to be organized in order that the abnormal situation 
should not react unfavorably on the organization of the woollen 
industry. The industry is carried on chiefly in Yorkshire; it is 
highly organized there, both on the side of the employers and on 
that of the workers. 

It was therefore found possible to set up, at Bradford, the 
Woollen Control Board consisting of eleven representatives of 
employers, eleven of Trade Unions and eleven of the State. This 
Control Board was attached to the War OflBce Contracts Depart- 
ment, but was an independent authority for the allocating of 
supplies of raw material to the different mills. And, in spite of 
the natural English opposition to Government interference, the 
Control Board appears to have proved itself satisfactory to those 
interested in the woollen industry. In its place at the cessation 
of hostilities a Wool Coimcil was set up which is to carry on as 
long as necessary the supervision over the allocation of supplies 
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to the manufacturers. During the war about 9S per cent of the 
wool has been used for Government orders, and only 7 per e^t 
has been left for civilian uses. This proportion will gradually 
be transformed as the armies are demobilized, but there has been 
no detailed announcement of the method by which the Govemmoit 
will put upon the market the wool of which it is still the ovma. 

The new Australian clip has already been purchased by the 
State; but it is uncertain whether the British dip will also be 
purchased and no one can yet foresee when free auctions of wool 
will agajn be possible. The policy of the Government is clearly to 
make as easy as possible the return to normal conditions of free 
private enterprise, without giving an undue advantage to any 
"interests" by abolishing at a stroke the war-time control. 

In regard to leather, jute and flax the War Office Contracts 
Department have exercised a control of the same kind, but not 
so extensive. There have been large purchases of leather by the 
Government both in South and North America, for the manufac- 
ture of army boots. And leather, jute and flax have been rationed 
to the firms holding contracts for Government orders. The 
principle is in the main the same as that used in regard to wool; 
and it will be seen that the administrative action entirely de- 
pended upon the fact that the State was the purchaser and con- 
sumer of the finished articles. The operation of control in these 
cases, therefore, forms no precedent for the case of manufacture 
for private consumers. 

Cotton, not being chiefly used for war purposes, was r^ulated 
not by the War Office but by the Board of Trade. A Cotton 
Control Board consisting of representatives of employers, of 
Trade Unionists and of the State regulated the distribution of sup- 
plies of raw cotton. In view of the shortage, only 60 per cent 
of the machinery was allowed to be used in each mill, except 
that more might be used on payment of a levy for a license. 
The money thus raised formed a fund for the supplementing of 
the wages of those whose work was diminished by the Order; and 
this has formed a basis for a possible future policy in r^ard to 
insurance by an industry against unemployment or under-employ- 
ment. 
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Control of Foods 

Food and the raw material for foodstuffs are in a very unique 
position in regard to consuniption for State Services and for 
private needs. Obviously, supplies of food for the armies of the 
Allies were as important as supplies of mimitions. It was also 
necessary for the State that munition workers should have ade- 
quate food. But even in regard to civilian consumption, the 
State could not afford to be as disinterested as it might be, for ex- 
ample, with regard to the supply of lace or children's shoes. 
Although, therefore, the State Services were not the only nor even 
the chief users and consumers of foodstuffs, the State was com- 
pelled to take over in 1917 the whole control of the food supply. 
There were many changes of policy between the beginnings of 
panic in 1914 and the shortage and in maldistribution which led to 
the establishment of the Ministry of Food in 1916.* Eventually 
the Food Controller issued Orders, enforced by about 1800 local 
committees which were appointed by the local authorities. 

Under this system there has been governmental purchase in 
the world markets instead of private competition for imported 
supplies; there has been a costings system and examination of 
the books of firms, leading to Orders restricting prices and profits; 
and there has been control of flour mills and a reorganization of the 
whole distribution of foodstuffs. This has all been due to war 
shortage and war prices and may not affect readjustment prob- 
lems ; but it is obvious that the food supply trades will be for a long 
time affected by the results of control. 

Control of Transportation 

Shipping had, latterly, at the end of the war, been under a 
requisition system; and all British ships were under control of a 
responsible Minister of Shipping. But it appears that no special 
problem of readjustment is likely to arise in the matter, since the 
disappearance of war dangers and war shortage may reduce policy 
to a mere removal of control. 

Apart from special War-Time Ministries, the Board of Trade 
has exercised a considerable influence on industry through the 
control of railways and other land transport, petrol, coal, gas 
and electricity, cotton, timber, paper, tobacco and matches. 

•New Ministries Act, Dec. 20, 1916. 
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The more important of these controls was obviously that affecting 
transport and power supply. 

0)nsiderable readjustment of industry occurred in regard to 
transport. Railways and canals were put under a imified control 
by the Railway Executive Committee, which was responsible to 
the Board of Trade; and there was a separate Executive Committee 
for the Irish railways. These Committees consisted of the man- 
agers of the chief railway Companies, who then organized on one 
plan the whole railway system. The receipts on the traffic of 
191S are guaranteed by the State to each Company. Passenger 
fares have been raised by 50 per cent at different dates; and the 
number of trains has been cut down. But immense quantities 
of troops and mimitions have been carried without any detailed 
charge to the State. 

Coal, Exports and Impobtb 

Coal-mining has been affected by the Coal Controller, under the 
Board of Trade. Action began by the attempt to restrict exports 
in May, 1915. Reorganization of coal distribution and the fixing 
of prices were then adopted and eventually the Board of Trade 
took possession of the South Wales mines in December, 1916, 
and of the rest in March, 1917, when the Controller was appointed. 
He regulated the production and distribution through the old 
management; and 95 per cent of profit in excess of the profits of the 
best two out of three years, or the best four out of six, b^ore the 
war, were surrendered to the State. The result has been a rais- 
ing of wages, and until the recruitment of miners in 1918 an 
increase of supply and an improvement in distribution. The 
Coal Mines Control Agreement (Confirmation) Act, 1918, con- 
tinues the powers now exercised for six months after the war. 

Trade has been affected also by the license of imi)orts. The 
license has been a notice to the Customs authorities to allow the 
entry of goods, and although goods could be shipped they could 
not be delivered without a license. The Board of Trade and 
other Government Departments issued licenses for different 
artides; but here again readjustment to peace will mean little 
more than an abolition of war practices. 

Hie Excess Profits Duty is another State measure of great 
importance to industry ; but it is beside our point here to discuss it 
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The problem for reconstruction is only whether the Duty has 
seriously diminished the supply of available capital for the 
necessary expenditiu'e in meeting the new charges of the transition 
from war to peace. 

The whole system of control within the United Kingdom is a 
part of the organization by which joint action was taken by the 
Allied Grovemments. And perhaps this inter-Ally control may 
eventually prove to be the greatest step forward which has been 
made during the war. Joint purchase by such bodies as the 
Wheat Executive, joint organization of distribution under the Food 
Council, are important experiments in the adjustment of industry 
and commerce through state action; but the description of the 
inter-Ally organization is outside our present purview. It is 
su£Scient to say that the Inter-Allied Maritime Transport 
Council controlled the use of all ships owned or chartered by the 
Allied Governments. This Council was . assisted by Programme 
Committees for the different commodities; and on these Commit- 
tees agreement was arrived at as to the needs of the different 
countries of the Alliance. The Maritime Transport Coimcil and 
the Food Council were the two supreme bodies for the organiza- 
tion of joint action; and to each was attached a permanent 
Secretariat which forms the link with the executive officers of the 
several Governments. 

The whole of international trade and commerce had been 
affected by the Blockade system, the Statutory list, the with- 
drawal of ocean shipping and the lack of commodities due to war; 
but the inter-Ally organization was able to provide and increase- 
the supply of munitions, food and raw material; and the results 
are not likely to be forgotten. Announcements have already been 
made of an Economic Council, and of arrangements for joint 
action between the Allies in view of the problems of supply in the 
early days of peace. But this is a matter of international or 
world politics; and we must confine our attention here to the 
United Kingdom. 

Such are the chief measures which affected the adjustment of 
industry to war. The industrial situation on November 11, 1918 
in Great Britain was different from that of August, 1914, chiefly 
in the following particulars: 
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sxjmiaart of the situation on noyembbb 11, 1018 

(a) There were new Departments actually trading or directmg 
manufacture and trade, such as the Ministry of Munitions, the 
Ministry of Food and the Ministry of Shipping. 

(b) There were Control systems affecting manufacture and 
trade. 

(1) Und^ the War office, for wool, jute, flax and leather. 

(2) Under the Board of Trade, for timber, petrol, matches, 
tobacco and notably for coal and railways. 

(c) Wages were high and so also was the cost of Uving. 

(d) Certain industries held much labor, notably metals and 
chemicals, while certain others, as cotton, building, etc., had 
comparatively few. 

(e) There were about one million more women in industry. 

(f) There was practically no unemployment, except in so far as 
the coal shortage was causing the factories to slacken production 

The new situation may be viewed from two angles. We may 
note either the effects on industry or the effects on the State; but 
clearly it is too soon to make any complete conclusions as to 
effects which may only be apparent after the confusion of war is 
over. Industry and commerce have been affected perhaps chiefly 
by the obvious advantage of centralized organization. In many 
trades new Associations and Federations have been formed; and 
undoubtedly State-control has promoted the pre-war tendencies 
to Combinations and Trusts. Even more fundamental results 
may be observed, although perhaps their true nature may not be 
agreed upon by Economists and Political Theorists. It seems, 
however, that serious disbelief has arisen in the old attitude of 
Economists who "explained" the rates of wages, the profits or the 
price of goods by reference to large and high-sounding principles. 
It is now more than suspected that wages and prices are the results 
of what in vulgar terms may be called "a try on." The whole 
system is seen to be empirical. Wage-earners get what they will 
take, and the whole economic structure is seen to be based upon 
political or social traditions and that acquiescence and docility 
which Lord Bryce said long ago was the foundation of the State. 
As for the State, the effect of its contact with industrial life was 
not, at the end of the war, to increase the love of it among the 
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general body of citizens. At one time both employers and em- 
ployed were imited in sentiment against governmental action. 
Nevertheless, public opinion has supported State action directed 
against any persons or groups who might make private gain from 
the i>olitical situation, and against the use for private ends of com- 
modities needed for public work. "Profiteering" is a word now 
established and people are less inclined than before to resent such 
r^ulation as the prohibition of the use of petrol for pleasure or of 
building for luxury. All these somewhat intangible effects of the 
war adjustment of social life and industry will undoubtedly make a 
considerable difference to State action in the future. We may now 
turn to the reconstruction policy. The measures taken to assist 
in the readjustment of industry to peace conditions may be sum- 
marized under the three heads of labor, material and finance. 
The labor situation depends largely upon the transfer of workers 
from war-work to peace production and upon the order and rate 
of demobilization of men from the forces. Arrangements had been 
made for both of these; and following on the declaration of the 
Armistice, a succession of announcements were made in Parliament 
and the Press. 

Readjustment of Labor 

Civilians. The principle adopted with r^ard to civilian war- 
workers was that of gradual discharge. First, those who did not 
depend for their living on the work they were doing were asked 
to withdraw from munition factories or were given notice of 
dismissal. Then the break clauses in the contracts for ammuni- 
tion and some other war-material were put into operation; and 
contractors began to discharge workers. Women and disabled 
men seemed to the general public to be sufferers under this plan; 
and for a time there were protests and wild suggestions that the 
manufacture of mimitions should be continued until other work 
was obtainable by those likely to be discharged^ The Govern- 
ment policy was, however, clearly inevitable. It was unwise 
to use ikiaterial needed for peace products in the manufacture of 
useless shells and bombs; and, further, there was not enough 
storage space for more ammimition when none was being shot 
away at the front. 

Industry, however, was not ready to take over the workers re- 
leased from the manufacture of munitions. General unemploy- 
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ment was, therefore, to be feared; and in fact great numbers of 
those discharged could find no new woi^k. Hence it was that the 
universal free Unemployment Benefit was established for all 
workers who come under the National Health Insurance Act of 
1911. Before the war about 2,292,000 men and women were in- 
sured against imemployment imder the contributory scheme. 
That scheme was extended to cover about 1,140,000 more men and 
women by the Munitions of War Act, 1917; but there were at the 
end of the war about 10,000,000 workers uninsured against unem- 
ployment, and there was clearly no time to establish the adminis- 
tration of a contributory scheme. 

It was, therefore, decided that the State should offer free unem- 
ployment benefit to all workers for thirteen weeks during a period 
of six months after November 25. The rate, after some readjust- 
ment, was 30 shillings a week for men and 25 shillings for women, 
with 6 shillings a week for the first dependent child and 3 shillings 
a week for every other dependent child. This was obviously a 
very much higher rate than the old 7 shillings and 6 pence per 
week; but the cost of living was great, wages were high and unem- 
ployment was affecting even the higher paid workers. 

We need not, however, discuss here the effect on the workers. 
The reaction on industry is hardly yet known; but on the whole 
the policy has provided a "waiting time" during which machines 
can be refitted, prices can be readjusted to the new situation and 
peace production can begin. Unemployment Insurance is an 
administrative method used to ease the change over from war to 
peace. It is not essential perhaps in countries where industries 
have been less affected by war conditions than they have been in 
Great Britain; and it may be quite an inadequate method if the 
industries of a coimtry have been too completely dislocated to 
revive of their own initiative. But in Great Britain it has been 
adopted as a partial solution of the transition problem in r^ard 
to labor. 

The second problem of labor in regard to civilian war-workers 
is the problem of finding employments for them where they were 
actually wanted; for although many were unemployed, some em- 
ployments were open. But the only machinery available for 
placing workers in employment was that of the Employment Ex- 
changes. It was foreseen that the old system would be quite un- 



Industry in tlNiTED Kingdom 69 

able to bear the strain which would follow the war and therefore, 
(1) an Act was passed giving the Minister of Labor power to ex- 
pand the premises and staff of the Exchanges, (2) special arrange- 
ments were made that the Army should release immediately all 
Employment Exchange officials and (3) a Controller General of 
Demobilization and Resettlement was apix>inted, under the 
Minister of Labor. The Department of the Controller General 
became responsible for the whole labor situation during the reset- 
tlement of workers in industry. 

The Army. We may now turn to the demobilization of the 
forces since from our present point of view this also is a labor prob- 
lem of the readjustment of industry. The Committee on the 
Demobilization of the Army began its work in the summer of 
1916. It devised a plan on which the policy of the Government 
was eventually based in October, 1918. At first it was not clear 
whether demobilization should take place according to military 
units, age and length of service or the needs of industry; but the 
Committee decided that the Army must be demobilized in an order 
and in numbers dependent upon the industrial situation when the 
time came. An order of priority of occupations in view of public 
needs was therefore prepared. It was agreed that coal-miners 
and transport workers, for example, were to be demobilized before 
hairdressers or salesmen; and arrangements were therefore made 
to demobilize the men, in equal proportions from abroad and from 
the army at home, in accordance with their occupations. But 
before general demobilization could begin, clearly industry could 
not be readjusted unless men specially skilled to fit machines or 
specially trained as organizers and foremen were released from the 
Army. These men were called " pivotal " because the occupations 
of other workers turned upon their being in their places. Em- 
ployers were, therefore, permitted to make lists of such men and 
to obtain their immediate release. 

UnemjiloymenL. In view of possible unemployment among ex- 
soldiers, free Unemployment Benefit of the same kind as that ap- 
plicable to civilians was offered to them. But the Unemploy- 
ment Benefit was to date, not from November 25, but for six 
months from the day on which each soldier was demobilized. 
Furlough and war-service gratuities existed in addition; but these 
details hardly affect the industrial situation. 
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Wage Regvlation. The wages problem left by the war was an- 
other preliminary problem of the transition. Wages in many 
occupations had risen considerably, and women's wages partic- 
ularly were, in general, higher than they had been before the war. 
Prices also were high and it was agreed by many and believed by 
still more that the cost of living had risen much more than the 
rates of wages. In ai^ case it was obvious that trouble would 
result if wages were lowered while prices remained the same. 
But it was clearly possible that, whereas during the war there was 
a shortage of labor, when munitions work ceased there might be a 
surplus of labor. Even if the situation were simply of this eco- 
nomic kind, the State would have been compelled to deal with it; 
but the additional problem existed that the State itself had main- 
tained the higher rates of wages. 

Awards of the Committee on Production and Orders under the 
Munitions Act had made it possible to enforce the payment of 
certain rates of wages for munitions work. These Awards and 
Orders had also affected the rates for work which was not muni- 
tions work. But if munitions work ceased, there would be no 
method of maintaining by law the existing wage rates; strikes 
would result from the effort to prevent a general fall in wages. 
Again the Munitions Act might cease to operate oef ore any read- 
justment of wages had been agreed upon. For these reasons a 
Committee was appointed to consider what should be done in re- 
gard to wages under Awards and Orders; and the result was the 
speedy passing of the Wages (Temporary Regulation) Act of 
November 26, 1918. 

By this Act it was made possible to enforce the payment of the 
wages generally prevailing on November 11, 1918, the day of the 
Armistice. A tribimal, of the same form as the Committee on 
Production, was established for judging the rates of wages and 
making any variations necessary. And it was made illegal for six 
months to vary the rate of wages except by agreement with the 
Trade Unions concerned. 

It is not possible yet to pass judgment upon the results of the 
lyages Act. It was foreseen that, on the one hand, employers 
might be imable to pay the prevailing rates when Government con- 
tracts were withdrawn, more especially as during the war any in- 
crease of wages had been bom by the Government in the price it 
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paid on its contracts. The new Act might, therefore, cause dis- 
missals and unemployment. 

But on the other hand it was believed by many that employers 
would be willing to pay well in order to have tranquility during 
the transition and that a high rate of wages would be more accept- 
able generally than imcertainty and fluctuations in the rates. 
Employers would be able to calculate their costs if they were cer- 
tain of the rates of wages they would have to pay. And thus, in 
the readjustment of industry the State has had a considerable 
effect upon the situation in regard to wages. 

A further preliminary problem of the transition, as may be 
imagined from what has been said above, was the restoration of 
Trade Union practices. It has been seen that the Government is 
pledged to restore these practices; and yet it is generally felt that 
industry has changed so much that they cannot be restored. It 
is said that the very machines and processes on which these prac- 
tices have been based have disappeared. This, however, has been 
exaggerated. Nearly all the disappearance is due to the repeti- 
tion work on shells and fuses; and the new machines and processes 
are not all permanent or useful for peace. But the problem of 
readjustment to peace does not lie there. The problem is not 
whether practices can be restored; it is whether the Trade Unions 
concerned shall or shall not regain the power with which they 
parted on receiving the Government's pledge and in the national 
interest. They once had the power to regulate the supply and 
distribution of labor; are they to regain it? If they are, they must 
be given the power to enforce the restoration of pre-war practices, 
as a basis for bartering. They must be able to restore even if they 
do not wish to do so in order that they shall have some say in the 
organization of labor in. the new industrial situation. And un? 
doubtedly the skilled Unions do not desire to put back the clock. 
They recognize the impossibility of a mere return to 1914; and 
they only desire to have power to substitute what they desire for 
that older situation. It became necessary, therefore, for the 
Government to prepare a Bill for the restoration of Trade Union 
practices which might be made a basis for an agreement between 
the employers and the workers concerned. 
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Readjustment of Material 

In spite of all preparations for an orderly transference of workers 
from war occupations to peace industry, the crux of the situation 
was at one time the supply of material and machinery. In a 
highly industrialized society occupations depend upon much more 
subtle factors than in an agricultural or single society. The dif- 
ficulties were foreseen. The Ministry of Mimitions, as soon as 
hostilities ceased, began to issue permits to use material and tools 
hitherto controlled. The price of steel was kept under control in 
order that private firms might obtain enough at reasonable cost 
But most of the metal supplies were at once freed. 

The remaining problems were those of supply and allocation in 
the cases in which there was a shortage of material. As for sup- 
ply, a Central Raw Materials Board, consisting of Cabinet Minis- 
ters, was appointed to deal, for the War Cabinet, with the securing 
of supplies. Through the Board of Trade and the Colonial Office, 
arrangements were made for the control by British interests of 
zinc concentrates and lead. A Goverament buyer of timber still 
continued to purchase abroad for the needs of peace, but the con- 
trol of purchase of timber in England was removed. 

As regards textiles, wool continued for the transition to be under 
the control we have aheady described and an arrangement was 
made forjhe export of jute from India only under license. Egyp- 
tian cotton was purchased by the Government, and the war ar- 
rangements with regard to American cotton are understood to be 
continued for the transition. Then, in regard to supply for the 
readjustment of industry from war to peace, the State acts as a 
purchaser in some cases of foreign material; and in some cases the 
State has made special arrangements for the control of supply to 
remain in British hands. * 

There remains the problem of distribution. Before hostilities 
ceased and while the position that would succeed was still obscure 
plans were made for carrying on in a modified form the control of 
raw material supply which had existed during the war. A Stand- 
ing Council on Priority was established in connection with the 
Ministry of Reconstruction, which was to be the final authority 
under the Cabinet for the allocation of materials to the different 
industries. Each industry was to present a joint requisition to 
the Standing Council and the distribution of the material allocated 
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was to have been managed by the industries themselves 
principle followed in regard to wool and cotton. Some 
and important work was done by the Standing Council 
ately upon the cessation of hostilities, but it soon becaj 
that tonnage and suppUes were adequate fw the operatic 
normal trade machinery and State control and allocatii 
therefore, soon discontinued. 

The more permanent problems of readjustment are 
solved. Committees have made recommendations on c 
servation and on electric power supply; but it is not a pa 
present task to review suggestions. It appears that son: 
is being taken which may be preparatory to a lai^ sc 
electric power supply for the whole of Great Britain; 
scheme is only at its initial stage. Experimental boring! 
view to developing mining resoiurces, have begun nea 
Neagh in Ireland; but here again the action taken is hart 
cient to warrant description in an accoimt of industrial i 
ment. The developmait of light railways in rural distric 
to be another of those schemes which may have a large ful 
are at present indefinite. 

The building trade was left by the war in a difficult 
There was a serious shortage of houses for the working 
amounting to a need for about 500,000 houses in Englan 
and Scotland. Public and commercial buildings had i 
erected during the war; and even repairs had been ver 
quately done. But there was a smaller number of worke 
trade than in 1914; and there was a serious shortage of ul 
stone, brick and timber. For this reason the Ministry o 
stniction set up the Central Building Industry Committe 
with the reo^anization and the needs of the building txa 

State assistance was recommended for the dye industry 
Committee has been estabUshed to develop the scheme.' 
h> The Engineering (New Industries) Committee has coi 
list of articles which were not made before the war in thi 
Kingdom or were made in insufficient quantity. This list 
Report of the Committee may be considered as exai 
State assistance in the spreading of information; but nc 
State action in regard to engineering appears to be contei 

^Cd. 9IH. 

*8te bdow Amunincement of Juiuoiy 11, 1S19. 
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Under the general heading of material we may consider the 
storage problems and the national factories. It was clear that 
industry and conrnierce, as soon as hostilities ceased, would need 
the storage space used during the war for war-material. The 
facilities for storage were essential to the movement of commercial 
products, and State property blocked the way. It became a part 
of reconstruction, therefore, to find space in warehouses and 
sheds. Ordnance and other stores were transferred from com- 
mercial warehouses to some of the largest national factories, 
notably those at Chilwell, Aintree and Georgetown; and the 
Port and Transit Committee have executive powers for disi>osing 
of storage space. In addition, when hostilities ceased, the State 
was owner of large quantities of stores and other property. 

The Ministry of Reconstruction, therefore, carried on the 
Committee appointed to consider the problem of Government 
property, other than ships and factories. This led eventually to 
the establishment of an executive Surplus Government Property 
Disposal Board, which received all inventories and information 
collected by the Committee on the subject, and carried out the 
recommendation of the Committee by entering into negotiations 
and making contracts for the disposal of such property. Under 
this head come Army horses and mules, motor vehicles and agri- 
cultural stores; and the ultimate responsibility for all disposal of 
stores was given to the Ministry of Mimitions which, it is pre- 
sumed, will become a Ministry of Supply. The further problem 
remained as to the disposal of National Factories. The State, 
during the war, through the Ministry of Munitions, had expanded 
the engineering industry by building and equipping various fac- 
tories. Some of these were hardly more than sheds, for shell- 
filling; others had the best and newest machinery for the making 
of such things as aeroplanes. Some were on ground owned by 
the State, others were closely connected with or even inside the 
grounds of private factories. Some were isolated ; some were in vast 
groups, as at Gretna; and all were classed as National Factories. 

This led to some misunderstanding among the public who 
happened to be interested and many schemes were suggested 
for the policy in regard to these factories. It might be possible, 
according to some, for the State to manage the factories for com- 
mercial production or for the supplies needed by the central 
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Government and the local Authorities. It might be possible to 
use some factories for research or for training or as educational 
establishments. On the other hand, strong influences were 
against the entry of the State into competition with private indus- 
try; and some factories had been built under contracts of trans- 
fer after the war. The details catmot be given here. But the 
whole position was received by the Ministry of Munitions and 
the factories were dealt with individually. The State has not 
adopted any policy of a general character which makes any strik- 
ing departure from old practices; and therefore we may omit 
further description of the problem. 

In regard to ships, the State owned about three hundred 
** Standard " ships of about 10,000 tons, at the cessation of hostili- 
ties. These were gradually disposed of to private owners by the 
Ministry of Shipping. 

Agriculture may not be strictly an industry, but in the general 
readjustment of industrial life the occupations in rural districtis 
were obviously important. They were investigated by a special 
Committee whose report has been published, and by a branch of 
the Ministry of Reconstruction; while, naturally, the Board of 
Agriculture continued its normal work. The result has been the 
Com Production Act of 1917, fixing a guaranteed price for com 
and establishing a Wages Board, with subordinate Local Boards, 
for fixing minimum wages in agriculture. 

This will obviously result in a permanent change of the situation 
in rural districts. The Workers Union and the Agricultural 
Laborers Union are much stronger than they were; and if, as 
is expected, a certain number of ex-soldiers settle on the land, 
the portion in rural districts may affect the whole of industrial 
life. It is suggested that the distribution of electrical power, 
under the new scheme elsewhere mentioned, would make alterna- 
tive employments and small industries possible in country dis- 
tricts. But in general no action has been yet taken which we can 
class as readjustment. 

Progress has been made with regard to forestry and an 
Interior Forestry authority has been established, which controls [ 

the expenditure of a grant of £100,000 for the training of experts l 

and the making of surveys. A large scheme for the development 
of forestry in the United Eangdom is foreshadowed. | 
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The Readjustment of Finance 

The great difficulty of readjustment in many cases of private 
firms was that either orders were not forthcoming or there was 
not enough money in hand to begin the current expenses of man- 
ufacture. The cotton trade, for example, was held up from an 
immediate return to its peace production by the uncertainty of 
.markets in the East. And the public at large, as well as the 
retailers, were inclined to wait for prices to drop. On the other 
hand the large Government contracts during the war had accus- 
tomed many manufacturers to expect Government assistance, even 
of a financial kind; and the problem was much canvassed whether 
the State should assist financially in^the re-starting^of private 
industries. 

The Committee of the Ministry of Reconstruction on financial 
problems dealt with very wide problems of exchange and currency 
and it was recommended that the effective restoration of the gold 
standard should take place as soon as possible.* The effects of 
the Excess Profit Duty were also considered; but in all these mat- 
ters, although investigation was made and close communication 
with the business world was maintained, no State action took 
place which can be regarded as having affected the readjustment 
of industry. 

Joint Industrial Councus 

The action of which we have so far spoken has been in view of 
emergency problems of the transition. Unemployment Benefit 
and Resettlement are urgent post-war problems, but they are 
transitory; and the readjustment of industry, if it is to be at all 
effective, must be the result of more fundamental changes. The 
situation of 1914 could not be restored by any means; but the 
new situation would not be better, unless some effort were made. 
And this was the reason why the old Reconstruction Committee 
and the Ministry of Reconstruction devised what are now known 
as Industrial Councils. This has made a change in the general 
situation; and perhaps the other large change affecting industrial 
life is the creation of the new Department of Overseas Trade. 

We omit, for our present purpose, changes of a non-adminis- 
trative character and changes which have had a non-governmental 

• Cd. 9189 and Cd. 9227. 
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source such as the new federations and associations of employers 
and the new movement among the workers such as the Shop 
Rewards movement. 

In the administrative sphere the readjustmoit of industry as 
regards permanent policy- may be summarized under the heads 
of Industrial Councils and Overseas Trade. Industrial Councils 
have been already formed for the following industries: Baking» 
bedsteads, bobbin-making, chemicals, china clay, furniture- 
making, gold, silver and jewelry, hosiery, leather goods, watches, 
paint and varnish, pottery, rubber, saw milling, silk, vehicle 
building. In each of these industries representatives of em- 
ployers and workers are consulting together on points of general 
interest to the industry. This may not be a revolution. It may 
come to nothing. But it may, on the other hand, be a beginning 
of a new organization of industrial hfe; and in any case it is be- 
coming more possible to forestall disputes and to allow the workers 
a share in the control of working conditions. 

In addition to the Industrial Coimcils already formed, there are 
many conferences and committees aiming at the formation of 
new Industrial Coimcils and even in those industries such as engi- 
neering and railways, in which there is no immediate prospect of 
a joint Coimcil, the same movement is making itself felt. The 
formation of all joint Industrial Coimcils is voluntary and the 
Government does not use any pressure; but the duty of super- 
vising and assisting, when required, is given to the Ministry of 
Labor. A section of that Ministry keeps in touch with the in- 
dustries in view of the possibility of Joint Industrial Councils, 

The Coimcil of an industry is a national body; but generally 
there are also District Councils, subordinate to the National 
Coimcil; and in a special relation to both stand Works Committees, 
which are part of the whole structure of the new organization. 
A valuable report on Works Committees has been published by the 
Ministry of Labor; and a parallel movement in the United States 
Army seems to have resulted in the formation of Committees in 
the works of the Bethlehem Steel Corporation. The idea is an 
old one; and it is not eventually connected with Joint Industrial 
Councils. But it forms a part of the permanent readjustment of 
industrial relafions and with this the State is very much con- 
cerned; for on a Works Committee the workers gain control of 
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their working day, they may control dismissals and they have a 
very real training in self-jgovemment. Industrial autocracy is, 
therefore, passing; and its passing will strengthen political democ- 
racy. 

The departmental history of the idea pf Joint Industrial Councils 
is interesting, chiefly because it is part of the general preparation 
for post-war problems. A sub-Conmiittee of the Reconstruction 
Committee continued under the Ministry of Reconstruction was 
appointed to consider the relations of employers and employed. 
Mr. Whitley, the Deputy Speaker of the House of Commons, was 
chairman; and the sub-Committee contained representative em- 
ployers and workers. This body suggested the formation of 
Joint Industrial Councils to perform such f imctions as the following: 

(i) The better utilization of the practical knowledge and experience of the 
workpeople. 

(ii) Means for securing to the workpeople a greater share in and responsibility 
for the determination and observance of the conditions under which their work 
is carried on. 

(iii) The settlement of the general principles governing the conditions of 
emplojmient, including the methods of fixing, paying, and readjusting wages, 
having regard to the need for securing to the workpeople a share in the increased 
prosi)erity of the industry. 

(iv) The establishment of regular methods of negotiation for issues arising 
between employers and workpeople, with a view both to the prevention of differ- 
ences, and to their better adjustment when they appear. 

(v) Means of ensuring to the workpeople the greatest possible security of 
earnings and employment, without undue restriction upon change of occupation 
or employer. 

(vi) Methods of fixing and adjusting earnings, piecework prices, etc., and of, 
dealing with the many difilcidties which arise with regard to the method and 
amount of pajrment apart from the fixing of general standard rates, which are 
aheady covered by paragraph (iii). 

(vii) Technical education and training. 

(viii) Industrial research and the full utilization of its results. 

(ix) The provision of facilities for the full consideration and utilization of in- 
ventions and improvement designed by workpeople, and for the adequate safe- 
guarding of the right^of the^designers of such improvements, f^ ^QVH 

(x) Improvements of processes, machinery .and organization and appropriate 
questions relating to management and the examination of industrial experiments, 
with special reference to co(Si>eration in carrying new ideas into effect iMid fuH 
consideration of the workpeople's point of view in relatipii to' them. 

{jd) Proposed legislation iiffecting the industry. 



y\ 



Industrt in United Kingdom 



79 



The Grovemment accepted the recommendations of the Whitley 
Committee, and gave to the Ministry of Labor the task of follow- 
ing up the poUcy suggested. Thus the Ministry of Reconstruc- 
tion was able, while the war continued, to begin the reorganization 
of industry in view of post-war problems. 

The Depabtbcent of Overseas Trade. 

The other change which may affect industry more permanently 
is the creation of the Department of Overseas Trade. This was 
the result of reports on the relation of our diplomatic and considar 
services abroad in connection with our Board of Trade organi- 
zation at home.^® It is in^nded that the State, through the 
new department, shall more actively assist the foreign trade of 
the coimtry. And this, although not a revolutionary change, 
has done something towards the readjustment of British industry 
to meet the needs of the after-war situation. 

FuTTTRE Relation of Government to Industrt 

These changes must be regarded simply as examples of what is 
being done for the readjustment of industry from war to peace, in 
so far as that readjustment is connected with administrative ac- 
tion. Obviously there are many movements occurring outside the 
purview of the Government which may make an even greater 
difference to future industry and commerce than any action of a 
political kind. And still more obviously there are many issues 
of a political kind still imdecided, in regard to tariffs, essential 
industries. State manufacture, nationalization and State control. 
But we have omitted the discussion of suggestions Imd programs 
not yet accepted by the Government. Our subject has been 
largely historical. It is a record of accomplished fact; and the 
value of what has 'been done will be more easily estimated when 
the transition from war to peace has been accomplished. 

But it seems clear that in the United Kingdom the preparation 
of policy is now regarded as essential to government and that it is 
now regarded as natural to prepare beforehand for future prob- 
lems of peace as states have always prepared for war." We have 

^* Cd. 8815; 8715 and 8181, on the Reorganization of Commercial Intelligence 
ServiceB. 

"Qf. the valuable report on the Machinery of Grovernment. Cd. 9280. 
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become much more conscious than before of the working of those 
economic forces on which depends the supply of our food and cloth-, 
ing; and we are much less willing than before to acquiesce in 
the method or want of method which we have inherited from our 
grandfathers. 

It is difficult to make any adequate general statements as to the 
policy pursued either in the industrial adjustment to war con- 
ditions or in the readjustment to peace. The first and most strik- 
ing point which can be made is that there was practically no 
preparation for the immense changes which the war caused in 
industry. It was inevitable that no preparation should have been 
made; for no one had imagined that the possible war of the future 
would be so far-reaching in its effects. But the result was that 
the adjustment of industry was irregular, often inconsistent in 
its parts, and above all — opportimist. 

Particularly in regard to the production of munitions, the 
action of the State depended rather upon separate solutions of diffi- 
culties as they arose than upon a consistent policy. But this 
does not imply adverse criticism of what was done; for it is im- 
possible to conceive of a policy which could have been designed 
beforehand to meet the situation of 1916 and 1917. On the 
other hand, an attempt has been made to prepare industry for 
the readjustment to peace. We had the peace situation of 1914 
as a definite starting-point for calculation and we could foresee 
some of the larger problems that would arise when hostilities 
ceased. 

In the second place it may tentatively be suggested that State 
, action in regard to the readjustment of industry to peace condi- 
tions follows the English precedent of the removal of the State 
from the industrial and commercial field. In a sense we are going 
back to August, 1914; that is to say, we are to depend on non- 
governmental organization for the supply of food, clothing and 
common services. 

State socialism will not result from the war, at least in England. 
Indeed the experience of State action during the war has resulted 
in a very general suspicion of, and even hostility to officials. 
But opinion is the basis of government. The readjustment of 
industry will, therefore, mean a withdrawal of the State into a 
prescribed circle of activities; and on the other hand government 
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by business men will cease to be accepted, as the sphere of political 
organization becomes more distinct from that of commercial and 
financial activities. 

Thirdly, although the State withdraws from the industrial field 
it will not, th^efore, become less powerful. There is a general 
feeling that the State can do very much more than it has done 
in the past. The State may not manufacture or sell goods, but 
it may control much more completely than before the conditions 
under which goods are produced and distributed. In considering 
the readjustment of industry we must allow for this. The alter- 
nation to state socialism or state ownership is not necessarily ""^o 
as you please." 

Nor is the State concerned only with punishing crimes or 
correcting abuses which have already arisen. Common opinion 
will certainly support supervision, prevention and direction on 
the part of the State; and, therefore, in the readjustment of indus- 
try there will be a forestalling of possible abuses by State action in 
regard to the length of the working-day, holidays, dangerous 
trades, workshop control, and even perhaps the limitation of 
profits and the control of trusts and combines. But all this is 
hypothetical. A tendency and nothing more at present exists 
in this regard. No definite actions can be cited. It is, however, 
obvious that among the soldiers as well as among the civil popu- 
lation there is a strong feeling that we should not go back to the 
industrial conditions of 1914. 

Fourthly, the State has made considerable advances during the 
war in the organization of joint action with other states. Inter- 
allied controls may, indeed, disappear as soon as the normal 
operation of economic forces is restored; but what has been 
learned cannot altogether be lost. We omit here to discuss non- 
industrial or non-economic joint action; but in so far as inter- 
allied joint action has affected supply and distribution, it is dear 
that a new stage has been reached in political development. 
The traditional belief of theorists appears to have been that 
economic forces might be either state controlled or "free." 

But quite obviously these two are not the only possibilities 
which exist. Th^e might be a dangerous control by great 
interests, which are often operative outside and across the frontiers 
of any one state; and indeed a certain amoimt of such control 
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exists in normal times and has renewed growth in times of war. 
It is. against this, and not against ^'freedom/' that inter-state 
control is directed. During the war joint purchase, and an 
allocation of tonnage and supplies on joint agreement have been 
proved possible; and doubtless for the readjustment to peace, if 
any danger similar to those of war are encountered^ the same kind 
of inter-state organization will be used. Indeed an adaptation of 
such organization to the needs of the transition has abeady been 
achieved. 

Finally, the readjustment of industry to peace conditions is 
only a part of the whole problem which has been called the 
problem of reconstruction. Political progress does not neces- 
sarily take place only by slow accretions. There may be sudden 
imitations of social structure; and even habits and customs may, 
in certain crises, change suddenly. 

A crisis appears now to be imminent. Violent changes have 
already occmred in certain countries; and undoubtedly the peoples 
of the world expect more than a mere restoration of the pre-war 
situation. But the policy which seems most likely to be progres- 
sive will allow for the fact that it is impossible to transform the 
whole basis of economic and social structure during a time of 
transition. The problems of the transition will have to be dealt 
with as ephemeral; and yet the method used should not prejudice 
the possibilities of larger and more radical measures of reform 
and reconstruction when we approach the task of organizing on 
a permanent basis the happiness of the peoples and the peace of 
the whole world. 



Humanizing Industry 

By Ibying Fisher 

Yale University 

nnHE war revealed great industrial discontent in our country, 

'^ and our consequent weakness in time of stress and emer- 
gency. Lack of loyalty and lukewammess of patriotism appeared 
more common among the industrial workers than elsewhere. The 
I. W. W. we regarded as distinctly disloyal. For their disloyalty 
some of us simply blamed them, or possibly put the blame upon 
German agents. The actual fact is, however, that the war only 
revealed, and Grermany took advantage of, a dangerous weakness 
which already existed. Any propaganda among the I. W. W. 
simply indicated the cunning of Germany in finding the weak 
spot in our armor. 

The fault of the I. W. W. is not primarily with its members, 
but with our existing social and industrial system. There is 
something radically wrong, of which the I. W. W. is a symptom. 
We must try to get an understanding of this, not stop at mere 
blame of its victims. 

The extent of industrial unrest will be further discovered, and 
the discontent will be aggravated now with the sudden reversion 
to peace and the demobilizing of the army. The experience of 
Canada, for instance, has already shown that returned soldiers 
are not good workers because they are not satisfied with their old 
humdrum existence after their exciting adventures abroad. 
Ninety per cent of them, it has been asserted, are discontented. 

Organized labor has the right to say here, as it is already saying 
in England: "We have done our bit and served our country. 
What is our country going to do for us?" And this is a pertinent 
question. 

The German Government did everything for the workingman 
before the war. Therefore, when the war came the laborer felt 
that he owed his country something. He was willing, in return, 
to make sacrifices for his country. That was his attitude sub- 
consciously, at least, even if not reasoned out. It is upon this 
subconscious sense of gratitude that patriotism and morale are 
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always, in the last analysis, dependent. Now the people of Ger- 
many understand the situation and a complete breakdown of 
morale is the result. 

There are great changes necessary and imminent in bringing 
which, I believe, we should coSperate with the workingman. It 
will not be mere increase of wages and reduction of hours, though 
these reforms are the two things stressed in the demands of the 
labor unions. These needs have constituted the "labor problem" 
in the minds of most of us, but they will, I believe, largely take 
care of themselves, — at least, with the help of the labor unions. 

There is a more fxmdamental reform upon which they are, to a 
great degree, dependent. Christ stated a great industrial truth 
when he said, "Man shall not live by bread alone." 

Wages Dependent on Health 

Of the many rights which the workman has heretofore only 
partially enjoyed, the greatest is the right to healthful conditions. 
Many do not recognize the importance of this right, but a few 
labor leaders, like Arthur Holder, are giving it more attention as 
a great factor in industrial success. Health is the workingman's 
capital, his only important asset. The man with money, the 
capitalist, does not need health as a means of making a living. 
If he falls ill, he can "live on his money." But if the laboring 
man loses his health, he loses the power to earn his living. His 
wages, which we consider so all-important, are dependent on his 
health. 

Some people say that if his wages were raised, his health would 
be improved. This is doubtless true, but it is still truer that if 
his health were improved, his wages would be increased. To 
improve slightly an individual's health will not necessarily, it is 
true, nor always, increase that individual's wages; but if we 
increase, even slightly, the health, and thereby the working power 
of the nation as a whole, the general wage level will rise. In the 
last analysis wages depend on productive power, and the working- 
man's power to produce is dependent on his muscle and brain, i.e., 
his health. 

A good illustration of this truth is to be f oimd in the story of 
the hookworm di3ease in the South. The hookworm is called 
the germ of laziness. It produce9 anemia and saps energy. The 
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Rockefeller Hookwonn Commission, by an expenditure of about 
65 cents per capita, cured the disease by wholesale and made the 
Southern poor-whites once more into working citizens. With 
regained health, a worker could produce, at the least, enough to 
make every day a 100 per cent retmn on the 65 cents invested in 
his health! 

Great returns are to be had from investments by employers in 
factory sanitation, lighting, and ventilation; and by the working- 
man in better and better selected food, housing, clothing, sports, 
amusements and books on health; and by the state in hospitajs, 
sanatoria, dispensaries, health departments, health insurance, 
factory inspection, labor l^islation, school hygiene, recreation, 
etc. 

The workingman should have not only physical health but also 
mental health. Mental health depends on the satisfaction of 
certain fundamental instincts. If these major instincts are not 
fairly well satisfied, our lives will be failures, ending in the insane 
asylum or penitentiary. A human being whose instincts are 
balked becomes an enemy of society. This is the real reason for 
the I. W. W., as was emphasized by Prof. Carleton H. Parker, of 
the University of Washington, who, by personal contact and deep 
insight, probably knew more about that much discussed organiza- 
tion than any one else. The members of the I. W. W. were, he 
saw, not innately anti-social, but became so because they had 
individual initiative and a will of their own, and refused to conform, 
like the ordinary workman, to the Procrustean bed of industry 
today. They rebelled, like the small boys of a large city without 
playgrounds who break windows for excitement. When boys be- 
come so destructive, we give them, not a jail sentence, but a place 
to play; or at any rate the Juvenile Court recognizes that the 
delinquency is simply a miscarriage of the boys' legitimate in- 
stincts. 

The I. W. W. workman is the naughty boy of industry. We 
have not given him the outlet which he must have. The very 
energy which breaks through and makes him destructive would, 
if enlisted for constructive work, have made him a more useful 
workman than his more docile and less energetic brother. It 
may be too late to reclaim him now, but we can at least prevent 
the making of more of his kind. 
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Major Instincts in the Workman's Life 

I shall name seven major instincts which apparently must be 
satisfied to make a normal life. First, there is the instinct of 
self-preservation. The seciuring of a living wage must always be 
the first concern of a workingman. This has always been recog- 
nized as basic, and I need not therefore dilate upon it. Further- 
more, self-preservation demands the maintenance of healthy 
working conditions, the prevention of over-fatigue and the pro- 
vision of safety devices. No man can do his work well if he feeb 
that it is fitting him only for the scrap heap. Finally, every 
employe should be assured of a steady job so long as he does his 
part. If he has to be *^laid off'* without any faidt of his own, he 
shoidd have due notice or a suitable dismissal wage. Fear of 
imemployment dissipates energy. 

Secondly, there is the instinct of self-expression, or worKman- 
ship. Until modem industry contrives to satisfy this instinct in 
the ordinary workman, our labor problem will not be solved. I 
shall consider this below in greater detail. 

Thirdly, there is the instinct of self-respect. Unless the wwk- 
man is made to feel that "A man's a man, for a' that," he will 
be our enemy, will cherish a grievance, and will become anti-social 
The employer should, so far as possible, use praise for incentive 
rather than blame. If it is really necessary to call a man down, 
the rebuke need not be administered before his fellbw-work«s. 
The workman should be considered trustworthy until he has 
proved himself untrustworthy. Rivalry in production involves 
the satisfaction of the instinct of self-respect. 

Fourthly, there is the instinct of loyalty. The universality of 
this instinct is strikingly illustrated in this war. Devotion to a 
cause, sacrifice for this cause, heroism if you like, have been shown 
by soldiers whose whole training has been one of monotonous 
industry. The instinct of loyalty should be satisfied in industry, 
as it is in the trenches. The employer often misses a great oppor- 
tunity to be his workingmen's hero or honored general instead of 
their task master. 

If the men can organize, a team spirit will develop. Collective 
bargaining and other forms of control of the industry by the men 
will forestall useless ^^ knocking" and discontent and will develop 
loyalty instead. Mass activities, group singing, marching in a 
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parade, wearing a button or cheering a baseball team will develop 
and foster a united feeling. 

Pride is an important constituent of loyalty. Workers have a 
right to expect that their plant is one worth being proud of. 
Fundamentally, loyalty is based on justice and mutual considera* 
tion. The employer who can best put himself in the place of his 
men best secures their loyalty. Extra work or overtime can, by 
loyal workmen, be "volunteered" with pleasure where "conscrip- 
tion " might arouse ill-feeling. 

The great instinct of love, or of home-making, is a fifth instinct, 
and one vital for society. The homeless, migratory I. W. W. 
is an example of what occurs when life is deprived of its satis- 
faction. A man thinks of his own family as part of himself. 
His success means their happiness. Any action on the employ- 
er's part which affects family welfare immediately arouses resent- 
ment. The imrest caused by inability to enjoy family life or by 
bad instinctive life outside the plant is demoralizing. In a 
word, conditions of employment should, in every way, conduce to a 
happy family life. 

The workingman's instinct of worship, if we may properly 
speak of such a faculty as a sixth instinct, hungers and thirsts for 
righteousness and often is not filled. If his daily work appeals td 
his whole nature and not merely to a portion of it, the task will 
be exalted to become really a part of his religion. No man 
should have to do work which is d^rading or which will tend to 
crush idealism or warp the spirit of humanity and service. 

Finally, the play impiilse must be satisfied to produce mental 
health. The saying, "All work and no play makes Jack a dull 
boy," is true of the laboring man. 

Some instincts are almost inevitably repressed, and, deprived 
of a wise outlet, are in danger of an imrestrained outburst. 
Play provides a safety valve. This play should not be frivolity, 
still less dissipation, but entertainment which will develop physi- 
cal and mental health and a broadened outlook on life. A long 
workday makes proper play impossible, and is largely responsible 
for a man's resort to drink and other perversions of play. 

Of the seven mentioned, only the instinct of self-preservation 
is even fairly well satisfied by the majority of workers. We 
thrum ;too continually on this one string. _ Humannature^ is a 
harp of many strings. We must use the rest of the octave. 
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The Instinct of Workmanship 

The instinct of workmanship has been all but crowded out 
So gradual and subtle has been the change that we do not recog- 
nize it until we suddenly note the contrast. Like the art of 
making iridescent glass which, since the iridescence was due to 
imperfections in the process of glass making, was lost without the 
loss being realized as that process was gradually perfected, so 
the instinct of workmanship has been dropped out by the very 
perfection of modem industry. While attending so closely to 
the product, we have forgotten the psychology of the producer. 
While making one man perfect in one point and another in another 
point, we have sacrificed the satisfaction of both. The monoto- 
nous nature of the work, and the fact that the workman does not 
see his product, are the characteristics of modem industry which 
cripple the effort that instinct could put into the work, and which 
are responsible for the dissatisfaction and unrest. Get rid of 
them, and the main (though not the only) obstacle to industrial 
peace will be gone. 

In modern industry, individuality is lost, — each man's work 
is thrown in a common pool. In former days, the cobble made 
the pair of shoes and watched their progress, inquiring of the 
wearer, "How do they wear today?" The artist similarly has 
the joy of self-expression and creation in his picture. 

Text-books of economics today make the statement that the 
motive for work is money-making, with the exception that artists 
and scientists work for the joy that their work gives them. There 
is no greater fallacy than to make this contrast. The workman 
has this same power, though latent, of enjoying self-expression in 
his work. Our usual acceptance of this fallacy shows how far 
we are off the track. 

President Eliot of Harvard once spoke in Boston on the joy of 
work. The next week a labor leader in the same hall spoke with 
a scornful laugh of the "high brow's" reference to such "joy'* 
and the crowd of workingmen present approvingly joined in his 
ridicule. This incident is pathetic evidence that joy of work is 
too often conspicuous by its absence. When I first became con- 
scious of this fact, I was loath to publish my opinions. I was not 
sufficiently experienced in the field either as laborer or employer. 
I wanted to wait until I could see the ideas tested. 
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In the last year Miss Marot's book "The Creative Impulse in 
Industry/' and Qrdway Tead's on "The Instincts in Industry," 
have given expression to substantially these same conclusions. 
From still another angle Carleton H. Parker had reached similar 
views. The strongest evidence of their truth, however, is the 
Gcperience of Robert B. Wolf, who has applied them in the practi- 
cal management of a paper pulp factory. 

What did Wolf do? He introduced into his mill a system of 
record-charts by which each mdividual workman could see what 
his contribution to the product was. Just as in baseball, we are 
interested in the score; and just as in school, students find grades 
an incentive, so the workmen were stimulated by having and mak- 
ing a record. The curves and charts which Wolf devised gave 
an opportunity for such expression as the artist or handicrafts- 
man enjoys. 

Before Wolf came to the mill, where he tried out these ideas, 
there used to be discontent. On his arrival as manager, there 
was a strike on, and pickets surrounding the yards. The miU 
owner told him to get that energy that was called out by the 
strike into the making of wood-pulp. In strikes, as in the trenches, 
there is the satisfaction of the instincts. 

At first antagonistic to Wolf's innovations^ the men soon saw 
the " new game" and in striving to excel in it, f oimd a constructive 
outlet for the impulses that had previously gone into destructive 
channels. They no longer have to make trouble in order to have 
the feeling of "something doing." Discontent is gone. It has 
sometimes been necessary to change a man's work, but almost 
never to discharge a man for ineflBciency. The tendency of let- 
ting men slip into dead-end jobs is overcome. Mentally and 
physically each man is suited to his job. Promotions and the 
development of all-round ability are encouraged. The work 
becomes educative, as the workman, watching his progress, mas- 
ters the process until he can himself invent improvements in the 
technique. 

I have sometimes illustrated the fact that employes need other 
than monetary inducements, in this way: Suppose President 
Wilson, as General Pershing's employer, had said to the General 
when he called him to the White House before sending him over- 
seas: 
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*^Now» Pershing, you are going to do a job for me. I want it 
well done. I know you will shirk if you have a chance. I there- 
fore want to hitch up your interests with mine. Your pay will 
depend on your victories. I'll pay you a bonus for every German 
killed and another for every German taken prisoner. I'll pay you 
also for overtime beyond eight hours a day." 

How would General Pershing reply to such " inducem^its," 
especially when put forward as though President Wilson assumed 
that he could not be expected to feel any other motive than the 
mercenary one? Woidd he not have replied : 

"Here is my resignation, Mr. President. You have insulted 
me. What do you take me for? Of course a man must live, but 
money is the last thing I am thinking of now. I want to fight for 
my country, for you, for our ideals, for glory, and for the satis- 
faction of expressing whatever is in me of military genius." 

An objector might say, "But Pershing is a general, an artist in 
his line, an exceptional man." Were not the common soldiers 
under him fighting with the same motives? And were they not 
the very same men who were formerly in shops working merely 
for pay? The army affords the most supreme illustration of 
men motivated by entirely different instincts than simply self- 
preservation or "making a living." Instincts which had been 
repressed or dormant up to this point in their lives were found far 
more powerful in these workmen soldiers than the instinct of mak- 
ing a living. When, as ex-soldiers, they come back to be work- 
men again they will unconsciously miss something and unless it 
is supplied them, there will be trouble. We must satisfy their 
higher instincts. The employer must see in the workman his 
brother man, of the same flesh and blood, with the same soul- 
himger, needing the same soul-food to satisfy it. 



The Labor Aspect of Reconstruction 

By Clarence M. Woolley 

War Trade Board 

t^OR nearly two years the mind and muscle of America have 
*- been dedicated to war, but the dominant note rising above 
the clash of combat has been unselfishness. The desire to serve 
has been the usual, not the exceptional, attitude. 

Our participation in the war represents an altruism rarely mani- 
fested by nations; however, this devotion to the well-being of 
others is not expended alone on far away obj^ts but continues to 
be demonstrated in every phase of our social and industrial life. 
Out of this experience has arisen a finer sentiment of hiunan 
relationship, a realization of the interests that are common to all 
mankind, and a sense of responsibility to each of those who make 
up the nation. 

Men of business engrossed in their particular objects seldom 
find occasion to voice the idealism which they express in their 
work. In a true sense, the idealist is practical in that his vision 
permits him to make use of, reaUties sooner than the man who 
pursues material advantage so closely that he dare not raise his 
eyes from the ground to catch a glimpse of a newer and better 
world. At no other time have we so much needed this spirit or 
desire to look out upon the distant horizon. 

The crisp sentence uttered some months ago with respect to 
making the world safe for democracy has caught the popular ear 
and conquered the imagination of all men, and is the symbol of 
that force which will make for an advancing civilization. Con- 
sciously or imconsciously the world has revalued its commodities. 
At the same time it has revalued the human asset. In this process 
of appraisal our attention has been attracted more by materiial 
than by spiritual considerations. All right-thinking men would 
be pleased to see these new values permanently replace the old 
standards. It is well-nigh eertain, however, that material valua- 
tions cannot be stabilized imtil the social valuations have been 
tangibly expressed in the policy of those who are called upon to 
direct the larger affairs of the country. 
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Pre-War Progress for the Betteriient of Workers 

In striving to improve present conditions we should not dose 
our eyes to the progress already made. The decade preceding 
the war was rife with censure and criticism of large scale industrial 
operations, but during that period, unknown to the critic or to the 
public in general, the progress involved in this economic movement 
made for the betterment of the worker in the same degree that it 
gave security and advantage to investments. Information has 
not kept pace with reformation; not only had this process been as- 
sociated with substantial increases in wages but there had been 
evolved by many of the larger corporations employment depart- 
ments which contributed to the well-being and security of the 
men. The desire to accord just treatment and to protect them 
against the petty tyranny of the oldtime boss, transferred the 
employment process from the shop foreman to the trained and 
sympathetic specialist, who was the only authority empowered to 
discharge as well as to employ. This assured fair treatment when 
disputes arose. The employment official gave to each worker a 
hearing and before the final act of dismissal was consummated not 
only the facts but the equities involved had become the deciding 
factor. If it were found that a man had been assigned to work for 
which he was inept, he was offered an opportunity to jnake good 
in some other capacity. 

This method gave to each worker the assurance of steady em- 
ployment so long as he performed his task with reasonable skill and 
diligence. BBs term of service was not dependent upon the caprice 
of his immediate superior. It fostered in the mind of the worker 
a conviction of justice and security. Aside from the fimdamental 
feature of hiring and discharging, the employment department 
contained medical, dental and first-aid subdivisions, to which the 
worker had ready access and where he was assured of sympathetic 
and helpful attention. 

The welfare work in this connection was not confined to the 
activities described but reached out to the homes of the workers. 
If a man did not report for work in the morning, a messenger was 
promptly despatched to his home to ascertain the facts which 
prevented his appearance. If he were detained by illness, or if 
his wife or children were sick, the report was brought back to the 
employment department, and the medical director visited the 
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home to ascertain the need for assistance, which was promptly 
accorded. If the worker were overcome by sickness which required 
a change of surroimdings, some of the larger industrial institutions 
have equipped themselves with sanitariums to which free access is 
offered for employes, and where they are gratuitously maintained. 

At first glance it might be inferred that the worker would resent 
such attention, but experience has overwhelmingly proved that 
where there is no desire to be inquisitorial or dictatorial he ap- 
preciates such service, for with it go sympathy and a genuine desire 
to recognize the mutuality of interest inherent in the relations of 
employer and employe. While there is a return to the employer 
in such procedure, the advantage to the employe is relatively 
greater. 

This system inculcates a better knowledge of hygiene and assists 
in developing a stronger and healthier people. It also decreases 
the amount of dependency which otherwise would fall upon state 
and municipal institutions. The practical test as to the wisdom 
of this plan has been made during the war period, in that those 
companies which follow approximately the course we have briefly 
outlined, found that their labor turnover was extremely moderate 
in the face of an enormous turnover where such measures were not 
adopted. 

Then, too, some fifteen years ago, the process of creating a 
proprietary interest in the minds of the workers was carefully 
studied and definite plans for its realization were put into effect 
by many of the more advanced corporations of the coimtry. The 
workers have been encouraged and assisted to acquire a stock in- 
terest in the employing company. In one company which has 
been called to our attention the employes own SO per cent of the 
stock. 

It is impossible, even if it were desirable, to go back to primitive 
methods of handwork, but it is desirable to retain the mental 
attitude which attended the workman who, in his own house, and 
working with his own tools, turned out a finished product from 
material purchased or produced by himself. The acquisition 
of shares of stock by the workman has been found to restore in 
some measure at least the mental attitude of the oldtime hand- 
worker. The foregoing plans were evolved gradually, just as all 
enduring steps of progress have been taken. 
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Shall the Existing Scale of Wages be Maintained? 

At this time no greater problem presents itself for solution tlian 
that of wages. We are face to face with the question of whether 
or not the existing scale of wages shall be maintained. The world 
has made a new appraisement of its assets, and if I am not mis- 
taken, the valuation of the individual will continue to be rep- 
resented in larger terms. The revaluation of the individual has 
largely determined the new value of commodities. 

Statistics will show to a nicety the value of our lands, our 
mines and omt shops, but we would search long to find a rule for 
the appraisement of the man power of the country. If the new 
valuation placed upon labor is maintained, the value of commodi- 
ties must likewise remain on a higher level. The measiu-e of in- 
flation in commodity prices is not so great as it otherwise would 
seem. 

Prior to the war, wages &. this country as compared to thq^e 
which were current in European countries were approximately 80 
per cent to 100 per cent higher. The scale of wages now is ap- 
proximately 60 per cent higher. If the United States could 
prosper and develop under the former condition of relative wages 
it would seem to be certain that it can likewise prosper under the 
present differential. This involves the assumption that the in- 
genuity and ability of American manufacturers can maintain the 
same superiority with respect to shop organization and mechanical 
methods to permit of an increased output per man, while it is 
certain that the supply of raw materials in the United States will 
continue to give this coimtry an advantage over all others. 

The largest corporation in the world has already announced a 
reduction in the price of its commodities with the assurance that it 
will not reduce wages. This, for the moment at least, reflects the 
attitude of large scale business throughout the coimtry. 

It is true that wages in certain special war work were abnormally 
inflated due to overtime, but such' inflation can, without difficulty, 
be corrected by the abandonment of the overtime feature. Those 
industries which have operated on a conservative and permanent 
basis have on the average increased wages approximately 100 per 
cent, and it is this phase of the wage problem to which attention is 
now directed. 

There never has been a time when the business men of the 
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United States were more favorably disposed towards a larger dis- 
tribution of labor. Hence the sentiment is quite universal that 
the present level of wages should be maintained. Whether or 
not this can be accomplished depends upon a myriad of factors 
which it is beyond the purpose of this paper to discuss. In any 
event wages will not decline unless the desires and purposes of 
the business men of the country are defeated by conditions over 
which they have no control. 

The whole world must increaseproduction, earnings and savings 
in order to replace the dissipation of wealth incident to the war. 
One alternative is to spend less and to adopt a lower standard of 
living. The decisive element in the increased cost of living is not 
the greater price which must be paid for food, clothing, shelter 
and countless other things, but the higher standard of living which 
increased wages permit the worker to adopt. Consequently a 
reduction in wages means the lowering of the standard of living. 
That is why every well wisher for a better civilization desires the 
maintenance of the present scale of wages throughout the world, 
not only in the interest of those who receive such wages, but in the 
interest of society in general. 

Working Standards for Present Wage Scale 

It has been possible to pay wages to the rank and file of working 
men which permit them to enjoy many things not accessible to the 
worker of the old days, because of the great advance in mechanical 
inventions and the extension of scientific industrial management. 
In order further to increase the output per man and to permit the 
present scale of wages to be maintained, such scientific methods 
must be further developed along with additional investments in 
tools and machinery. 

Capital must be provided to accomplish these progressive results 
and, therefore, care should be taken not unduly to curtail profits 
by taxation or by imposing other burdens which will render it im- 
possible constantly to add to the productive equipment of the 
country. 

In order to set a man at work he must be provided with shop 
^uipment, power and proper housing conditions to permit him 
to use with greatest effect his physical strength and mental apti- 
tude. The manufacturer must also safeguard the worker as to 
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health and surround him with those influences which will offer pro- 
tection against mental and physical fatigue. Highly trained and 
sympathetic supervision must also be provided that a higher 
type of man may thereby be developed and his productive effi- 
ciency increased. 

The eight-hour day has at last been sanctioned by England and 
by a large section of industrial America. The committee com- 
posed of statesmen, economists and manufacturers appointed by 
Parliament has declared, after a long and practical examination, 
that, under the auspices of the eight-hour day, a larger production 
per man for a period of twelve months can be effected. They 
testify that the aggregate of production will thereby be increased, 
while conserving the man power of the nation. 

It has been ascertained that one himdred million dollars are 
required annually in England to find work for the natural increase 
in the population of that country. In this country a very much 
larger amount will be required for a similar purpose. It is impor- 
tant, therefore, to recognize the need to encourage the investment 
of capital in productive capacity. Obstructive and vexatious 
legislation is quite as injurious to labor as it is to capital. Legisla- 
tion will encourage and not obstruct business if the attitude is 
affirmative rather than negative. 

If capital invested in business cannot earn sufficient to pay 
reasonable dividends, with something in addition to cover the 
inevitable hazards of industry, it is obvious that money cannot be 
found to increase the shop capacity for greater production. With- 
out such recognition to capital, it is a foregone conclusion that 
higher wages cannot permanently be maintained. 

Taxation and Industrial Stability 

More than ever is it desirable to encourage, if not to compel by 
law, the setting aside of reserves to insure the integrity of inven- 
tories which are now threatened by fluctuations in prices to a 
greater extent than at any time within the. memory of the present 
generation; this to warrant confidence in balance sheets for 
bankers and investors, and to give assurance and courage to in- 
dustrial managers for the expansion of producing capacity. Tbe 
profits of an industrial company are represented to a great extent 
by its inventory, not by cash in the bank. The cash item, as a 
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rule, represents but a small percentage when compared with the 
inventory item in the balance sheet. The failure of the bank to 
repay the cash deposit would prove a minor catastrophe compared 
to a sudden shrinkage in the value of the inventory, due to a 
decline in the market prices of the commodities included therein. 
The absence of a reserve to offset a shrinkage in the inventory 
values, at a time like this when economists predict and recommend 
a deflation of prices, constitutes a grave menace to the stability of 
our industrial situation. 

Profits have been swollen by the arbitrary movenoient of prices 
upward, but practically all of these profits remaining over and 
above income and excess profits taxes are represented by invento- 
ries made up on the basis of increased commodity prices. It is 
obvious that the actual realization of such profits is dependent 
upon the sale of the merchandise at or above the values given 
in the inventories. Therefore, if, through the decline in prices, 
the inventory values representing these profits are depreciated, the 
manufacturer will suffer an unfair and irrevocable loss, inasmuch 
as he has contributed taxes to the government on the basis of an- 
ticipatory or paper profits . 

The only protection against the disastrous effect of the deflation 
in prices lies in the practice of setting up a reserve to cover such .a 
contingency. The present tax law discourages such conservative 
and necessary procedure. Congress should lend itself to a serious 
and solemn study of this question. The British Government 
permits and encourages such practice in the interest of a sound and 
stable post-war industrial condition. The French Government 
has not yet collected the excess profits taxes for the years 1916 and 
1917 and has announced that such taxes will not become due and 
payable until after the war, this presumably in the interest of 
industrial stability. Shall the U(nited States be less conservative 
and far-sighted in this respect? 
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The following illustration will enforce the point I am makiD 
Iiweniory same tonnage or unfy 
January 1, 1918 December 81. 1918 AbnomuJ profit due tol»iceinl 

efiO.OOO> 9100,000' «AO.OOO* 

- at actus] actual 

cost cost 

The 950,000 abnormal profit was This in addition to nMioal tr 
made in the proceas (rf sdling at mai^et profit— The latter pn£t mibjn 
pneta those things wbicli coat SO per normal incmne tax. 
cent leas — and as ulea were made the The abnonnal profit, 950,000, 
Btock, or inventorr, was kept up to ject to excess profit tax 80 per o 
normal as regards units or tiHmage, so 940,000.* Pn£t retained 910,0( 
that at the end of the year the actual 
cost thereof was 9I00,0O0.> 

Now, if the deflation process reduces the market prio 
the level represented by the prices applied to the Janua 
inventory* =B the actual loss due to this arbitrary fluctue 
would be $50,000. 

The arbitrary profit on theway up was $50,000,* $40,000 of w 
was paid in taxes,* hence the actual loss to the business woul 
$50,000 less $10,000* = $40,000, which sum, in all probabi 
would represent the increased line of credit extended by the b 
so that the capital of the business would be reduced below 
pre-war status even if no profits were withdrawn as dividi 
or otherwise. 

The Rehedt 

Deposit the 80 percent tax* $40,000, in federal reserve b 
ultimately to be piud the government if the inventory price 
not shrink, and if inventory prices do shrink, the payment tc 
govemment would be pro-rated in proportion thereto. 
' A careful examination of these questions always leads us 1 
to the problem of wages. The prosperity and security of 1 
is involved to the same extent as capital in the proper adjusti 
of these vitfd matters. Inasmuch as the worid of businei 
reconciled to and, in many cases, eager for the maintenance ol 
existing higher scale of wages, its realization is obviously dep 
ent upon greater production and increased demand. If the 
nomic adjustments can be made to warrant such expansion. 
United States will enter upon an era of unprecedented busi 
activity. 

The war ridden countries of Europe are eager to purchase 
quantities of our raw materials and manufactured products. 
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would seem necessary, therefore, at this juncture, for the United 
States to finance such purchases either throuj^ government loans 
or by private advances of capital. The government and people 
of the United States must face this problem with courage and 
understanding, for unless it is approached in an affirmative and 
sympathetic manner it will lessen the ability of those countries to 

• 

pay interest on the loans already made — and necessarily to a large 
extent in commodities. We must buy if we would sell, and make 
new loans if we are to realize on those already made. Refusal so 
to do will menace not only the maintenance of the high scale of 
wages now current, but may delay for many years the reconstruc- 
tion of business on a basis which will insure stable and far-reaching 
prosperity. 

We have faith that the correct solution of these problems 
will be found because the people of the United States have not 
lowered their ideals, narrowed their vision, nor diminished their 
courage in this, the hour of victory. 



The Civil Service in Post- War Readjustment 

By Herbert £. Morgan 

Of the United States Civil Service Commission 

A NY American institution that normally employs in the neigh- 
^^ borhood of a half -million workers, or approximately one in 
two hundred of our entire population, and the personnel of which 
was expanded to almost a million to meet war demands, must be 
considered in the general shaking-up and sorting-out process d 
dismembering the human machinery of war. Such an institution 
is the civil service of the United States. 

There were considerable increases in the dvil establishment 
during the period of war before the participation of the United 
States. After the American declaration, the great army of work- 
ers behind the fighting forces grew by tens of thousands until it 
numbered almost a million men and women. In the nineteen 
months of America's participation in the conflict the United 
States Civil Service Commission gave examinations under the 
civil-service law and rules to slightly less than a million persons 
and supplied to the service about 400,000 persons with tested 
qualifications. The number of civilian employes in the District 
of Columbia increased from about 35,000 to approximately 95,000. 
The m^hanical forces at navy yards and naval stations increased 
from less than 21,000 to more than 100,000, and in government 
ordnance plants from 11,000 to about 40,000. Other branches 
were greatly augmented. Not only was it necessary to provide 
qualified men and women in numbers sufficient to meet the im- 
precedented calls for extra workers, but the places of thousands 
of men who shifted from the civil to the military service had 
to be filled as well. 

With the war practically ended there is a partial reversal of 
processes. Two matters which now have the attention of the 
government are the replacement in either government or private 
employ of civilian workers who are dismissed because of necessary 
reductions, and the reinstatement in the civil service of men who 
left that branch of the government to meet the Hun on the field 
of battle. 

100 
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At tbe time this is being written some reductions in the person- 
nel of the civil service have ahready been made. The heavy reduc- 
tions are yet to come, but they will extend over a period of many 
months. Not all of the "'war workers" will be dismissed, how- 
ever. Whfle it stands to reason that the government cannot 
employ indefinitely the maximum war force, it is equally certain 
that never again can its normal business be conducted with the 
pre-war equipment. A return to the conditions that existed two 
years ago is utterly impossible. There are indications that a still 
more extensive naval construction prograxa will be authorized; the 
regular army will be a larger institution than before the war, at 
least for some time to come, and a considerable part of the military 
establishment possibly will be needed to assist in policing Central 
Europe, in enforcing peace terms, and in the rehabilitation of 
devastated portions of Belgium and France; increased govern- 
ment ownership, or at least control of public utilities is also 
among the possibilities; the huge national debt necessitates the 
collection of additional revenue from many and varied sources; 
the war may leave us with a merchant marine worthy of the name, 
something that a thirty years' fight for subsidy failed to accom- 
plish; our foreign trade will be increased; industries must absorb 
the greater part of the millions of men who made up our fighting 
forces; soldiers and sailors who, as a result of wounds received in 
the conflict, are incapable of returning to their former occupations, 
must be reSducated so as to fit them again to be wage-earners; 
the government has gone into new lines of work, such as insurance 
for soldiers and sailors. Each of these things will make work 
for the civil establishment. In the aggregate they will keep 
thousands of employes busy. 

As soon as the arnustice was signed it became evident that, 
unless prompt measures were adopted to prevent it, the wasteful 
operation of dismissed employes leaving on trains that passed 
others bringing in new appointees would develop; for, while re- 
ductions in some parts of the service could be regarded as a 
corollary of the cessation of hostilities, it was certain that some 
ofiices, such as the Bureau of War Risk Insurance, the Bureau of 
Internal Revenue, and the Office of the Adjutant-General of the 
Army, would be confronted by after-war tasks too heavy for the 
forces already employed. The obvious thing to do to forestall 
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such an anomalous situation was to make an arrangement whereby 
employes dismissed from offices in which they were not needed 
could be used in offices in which they were needed. Existing law 
did not permit the transfer of employes from one department to 
another if they had served less than three years; and in order to 
meet the situation the President issued, on November 29, 1918, 
on the recommendation of the Civil Service Commission, an 
Executive order which provides that the names of persons in the 
competitive classified service with unrestricted status who were 
appointed prior to the date of the order, who have served less than 
three years, who are separated from the service because of reduc- 
tion of force, and who are recommended for further employment 
by the government because of demonstrated effidenpy in the 
offices from which they are separated, will, upon request, be en- 
tered by the Civil Service Commission upon appropriate eligible 
registers for reappointment, eligibility thereon to continue for 
one year from the date of separation. 

Reemployment registers established under the terms of the 
Executive order have been in a constant state of exhaustion, the 
eligibles having been certified and appointed as soon as they were 
available. There has been a net reduction in the personnel of 
some thousands since the signing of the armistice. In practically 
all cases, excepting employes of ordnance plants of the army, 
those who have left the government service and returned to their 
homes have done so because they did not wish to remain. Large 
numbers of persons entered the dvil service during the period of 
war for patriotic reasons and at some personal sacrifice, and many 
of these have felt that they were justified in returning to their 
homes and again taking up their normal duties. 

It is expected that, when the reductions in the dvil service 
become heavier, there wiU be a surplus of eligibles on the reemploy- 
ment registers. With a feeling that discharged war workers 
should have the assistance of the government in obtaining em- 
ployment, as well as with consideration for the larger economic 
aspects involved, the Civil Service Coiomission is in communication 
with the Department of Labor with a view to making arrange- 
ments in advance for the replacement in private employ of surplus 
eligibles on re&nployment registers when such surplus shall exist. 
Also, the commission recommended to the chairmen of the Senate 
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and House committees on the census that provision be made in 
legislation authorizing the fourteenth decennial census that 
eligibles on reemployment registers established under the Execu- 
tive order of November 29, 1918, shall be used, so far as is practi- 
cable, for filling i>ositions in connection with the census. The 
census bill, which has been reported from conference, contains 
such a provision. 

Anticipating the time when men who left the classified dvil 
service to enter the war would be mustered out, and, therefore, 
seeking employment, Uie Civil Service Commission recommended 
to the President that provision be made for the reinstatement 
in the dvil service of such men. Accordingly, the President is- 
sued, on July 18, 1918, the following Executive order: 

A person leaving the classified civil service to engage in the military or naval 
service of the government during the present war with Germany and who has 
been honorably discharged may be reixistated in the civil service at any time 
within five years after his discharge, provided that at the time of reinstatement 
he has the required fitness to perform the duties of the position to which reinstate- 
ment is sought. 

Under the reinstatement rule which applies to persons other 
than those who come within the terms of the Executive order 
quoted, a person who separates from the classified dvil service 
without delinquency or misconduct may be reinstated in the de- 
partment from which he separated upon the request of such depart- 
ment made within one year of the date of separation. Under the 
terms of the Executive order applying to soldiers and sailors in 
the present war, a person who comes within the terms of the 
order may be reinstated anywhere in the classified service within 
five years af t^ his honorable discharge from the military or naval 
service, provided that at the time of reinstatement he is fitted 
for the work to be performed. 

The dvil-service law and rules do not give to the Civil Service 
Commission any power of appointment or removal; that power is 
left where it was prior to such law, namely, in the President and 
the heads of the departments. Therefore, the commission is not 
authorized to oust present incumbents of civil positions to make 
room for discharged soldiers and sailors who are eligible for rein- 
statement; the most that the commission can do is to bring their 
desire for reemployment in the government service to the atten- 
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tion of appointing officers — ^that is, heads of departments and 
independent offices. The action taken by the commissicm with 
this end in view is shown in the minutes of its proceedings for 
January 9, 1919, as follows: 

2. RsiNBTATBaffENTB UNDER EXECUnVB QbDXB OV JuLT 18, 1918, OF MXN 

Who Entered the Militart or Naval Service. 

The following outline of action to be followed with reference to ranstatements 
under the Executive order of July 18, 1918, is approved. The order provides 
for reinstatement in the civil service at any time within five years after diadiarge 
from the military or naval service. 

Public announcement will be made that men who are eligible for reinstatement 
under the Executive order of July 18, 1918, may apply direct to the oflke or 
establishment from which they entered the military or naval service if they 
desire reinstatement there, or to the proper district secretary if they desire 
employment in some branch of the field service, or direct to the commissiiMi if 
they desire reinstatement to positions filled from the commission's registers at 
Washington. 

General authority will be given to boards at various government establish- 
ments, such as navy yards, arsenals, engineer districts, etc., to reinstate men 
who meet the requirements in positions for which the boards maintain registers. 
District secretaries will maintain lists of persons eligible for reinstatement who 
desire reinstatement in positions for which the district secretary mamtiMng an 
eligible register, and the conmussion will likewise maintain lists for positioDs 
filled from the commission's registers. The attention of appointing officers will 
be called to these lists of persons eligible for reinstatement. 

In determining qualifications, the physical condition shown upon a man*s 
discharge from the military or naval service will be accepted, unless there is 
reason to doubt that his present condition is the same as when disdiaiged, when 
further physical examination may be required. 

Where physical condition is such as seems to render the man indigible for 
reinstatement, the case, with the man's previous record, will be reported through 
the commission to the vocational board with a view to the applicant's possible 
rehabilitation. 

It has not been the practice of the Civil Service Commission to 
maintain lists of persons eligible for reinstatement under the usual 
reinstatement rule. Persons eligible for Teinstatement under the 
rule and who desire it are required to make application for rein- 
statement to the office from which they separated, and upon the 
request of such office the commission issues a certificate authoriz- 
ing the reinstatement, if it is permissible under the rules. It will 
be noted, however, that in the case of discharged soldiers and 
sailors who are eligible for reinstatement under the Executive 
prder of Jul^ 18, 1918, the commission plans to go further and will 
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do everything within its authority to assist them to find new 
positions in the civil service. 

The preference in original appointment to dvil positions which 
the present law allows to discharged soldiers and sailors is specified 
in section 1754 of the Revised Statutes, which provides that per- 
sons honorably discharged from the military or naval service by 
reason of disability resulting from' wounds or sickness incurred in 
the line of duty shall be preferred for appointments to the dvil 
offices, provided they are found to possess the business capacity 
necessary for the proper discharge of the duties of such offices. A 
person who has been allowed preference under the statute has the 
following advantages: (a) He is released from all age limitations; 
(b) he has to attain an average percentage of only 65 to be eligible, 
while for all others the average percentage required is 70; (c) hav- 
ing attained an average percentage of 65, his name is placed on 
the register above, and is certified before, those of persons who 
have not been allowed preference; and (d) he is released from the 
law and rules relating to the apportionment of appointments. 
(Under the law, positions in the government offices at Washing- 
ton, D. C, are apportioned among the several states and t^ri- 
tories on the basis of population, as nearly as the conditions of a 
good administration will warrant. Positions outside of Washing- 
ton are not so apportioned.) 

Persons entitled to preference under the statute are not released 
from any requirement as to physical condition, or from any other 
requirement of the ^nmination for which application is made, 
except those specifically set forth in the preceding paragraph. 
The dvil-service regulations as now framed, specifying certain 
physical defects which will debar from all examinations and other 
physical defects which will debar from certain examinations, are 
based upon the requirements of the service as established by the 
several departmental chiefs. 

L^islative provisions are now under consideration by Congress 
with a view to determining what preference, induding release 
from physical requirements, may be allowed to discharged soldiers 
and sailors. Where the b^xs applying to the physically disabled 
are let down in favor of an applicant with military or naval service, 
it is contemplated, in drafts which are being discussed, that the 
Civil Service Commission shall ccmf er with the Federal Board for 
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Vocational Education to determine whether or not the man has 
reached a state of rehabilitation which will enable him to render 
eflfective service. 

Not only are men in the military and naval services who are 
eligible for reinstatement under the Executive order of July 18, 
1918, interested in opportimities for employment in the civil serv- 
ice, but large numbers of soldiers and sailors who have never been 
employed in the civil service and who are soon to be discharged 
may desire to know what opportimity the civil service offers icft 
employment. With this in view the Civil Service Commission 
communicated with the Secretary of War and the Secretary of the 
Navy on December 17, 1918, requesting authority to appoint 
representatives of the comnussion at all establishments of the 
army and the navy in the United States, where service men are 
or will be assembled in considerable numbers, in order that sol- 
diers and sailors soon to be discharged may readily obtain informa- 
tion concerning opportimities for employment in the civil service. 
The necessary authority for the appointment of these representa- 
tives was issued by the Secretary of the Navy on January 2 and 
by the Secretary of War on January 4. 

At the time this is being written, forty representatives of the 
Civil Service Commission are in the field visiting the various es- 
tablishments and making nominations to the commission for the 
appointment of representatives for the purpose stated. Many 
have already been appointed and the full organization is rapidly 
nearing completion. Pending the appointment of the si)ecial 
representatives, the commission brings opportunities for employ- 
ment in the civil service to the attention of men at the military 
and naVal establishments through permanent local boards of civil- 
service examiners near such establishments. Hie commission is 
entrusting the work of representation at military and naval estab- 
lishments to welfare workers who are already on the ground. 
Keen interest in the project is being shown by these welfare 
workers as well as by the commanding officers and their subordi- 
nates and by the men in whose behalf the work is being done. 

Besides making it easy for men at military and naval establish- 
ments to obtain information concerning present opportunities, 
the commission is instructing the men through its representatives 
in the manner of making use of the civil-service organization after 
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they return to their homes. This organization consists of approx- 
imately 8,000 local boards of examiners, made up exclusively of 
federal employes, in every part of the country, and reporting to 
district secretaries in twdve civil-service districts, all imder the 
supervision and direction of the commission at Washington. 

The local boards of examiners have offices in all cities that have 
house-to-house delivery of mail, and in some smaller cities that do 
not have such delivery. All local boards of examiners are supplied 
currently vnih announcements of examinations and are fully in- 
formed concerning civil-service matters generally. Discharged 
soldiers and sailors are instructed to keep in touch vnih local 
boards of examiners in their respective communities in order that 
they may be currently advised as to opportunities for employ- 
ment. Those who live in communities in which the Civil Service 
Commission is not represented are instructed to communicate 
directly with the commission at Washington or with the nearest 
district secretary, whose address is furnished. In a normal year 
there are from forty to fifty thousand appointments in the federal 
civil service, embracing every class of occupation from mere un- 
skilled labor to the highest grades of technical, professional and 
scientific positions. 

Discharged soldiers and saOors, as well as all oth^ citizens, are 
encouraged to make full use of this country-wide organization. 
It has met the relatively moderate demands of peace and has stood 
the acid test of war. It saved the government millions of dollars 
and much precious time in the feverish haste of preparing for war 
by supplying when needed thousands upon thousands of men and 
women who had been tested by examination and found qualified 
to perform work of certain kinds for which they were certified as 
eligible. 

The operation of the civil-service system as a recruiting agency 
is illustrated by the methods employed to meet the changed con- 
ditions brought about by the war. During the war period, for the 
first time, the War and Navy Departments delegated to the Civil 
Service Commission authority actually to employ labor in addition 
to the duty imposed by law of testing applicants and certifying 
eKgibles.' The system adopted for the navy-yard service furnishes 
the best example. 

The usual procedure in filling vacancies in the mechanical forces 
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at navy yards and n^val stations is to receive applications at the 
several yards and stations for the classes of work in which there 
is likely to be need for additional men. Under this method the 
applications are received and the ratings made by the local boards 
of civil service examiners at the yards and stations. These local 
boards, with reference to the administration of the civil-service 
law, are under the direct and sole control of the Civil Service C!om- 
mission at Washington. 

When it became certain, on account of the international situa- 
tion, that a greatly augmented force of civil employes at naval 
establishments was necessary, it also became evident, owing to 
industrial conditions prevailing, that the customary means of 
recruiting the navy-yard service would fail to meet the needs in 
certain trades, especially those connected with shipbuilding. It 
was plain that agencies in addition to the local labor boards must 
be employed, if the tremendously increased volume of naval work 
was to be kept from lagging. 

At once the Civil Service Conmiission made an arrangement 
with the Navy Department to instruct the responsible oflScers at 
navy yards and naval stations to make daily report to the depart- 
ment by telegraph of their respective urgent needs, that is, the 
needs which could not be met through local filing of applications. 
The telegraphic reports from the several sources were collected in 
the Navy Department and transmitted daily to the Civil Service 
Commission. 

The commission, in turn, each week, or more frequently when 
necessary, mailed a compilation of these specified needs to each 
of its S,000 district and local boards. AU of these representatives 
were instructed to use every proper effort to locate men with the 
qualifications desired who were willing and able to accept govern- 
ment employment. The district and local boards disseminated 
the information by sending notices to local newspapers, by enlist- 
ing the aid of local trade-imions, by keeping in touch with offices 
of the United States Employment Service of the Department 
of Labor, and by directly approaching individuals when there 
was opportimity for personal interview. Care was exercised to 
avoid imdue interference with employes of private plants. The 
American Federation of Labor also rendered assistance of the 
greatest value in this work of recruiting skilled labor. During 
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.e nineteen montlu of America's partic^titHi in the war, as a 
siilt of these special efforts, the medianical forces at navy yards 
td naval stations were increased by more than 80,000 men. 
In all cases of tu;gent need, when men could be found who were 
id to possess the desired qualifications find who were in a posi- 
ja to accept government employmoit, the Civil Service Com- 
ission arranged for one of its recruiting agents in the field to call 
xm esch such man, receive his application showing his training 
id experience, look up his references, and give him a rating on 
e spot. If he was found eligible, the recruiting agent purchased 
s railroad ticket and shipped the man immediately to a naval 
tablishment which was in need of his services, the government 
lying for the expense of transportation if the nuin was willing 
sign a contract to work for six months. When practicable, 
mailable men were assembled in groups at convenient places for 
sting and shipment. 

Methods similar to those employed in the case of the navy-yard 
rvice, varied to fit the peculiar conditions, were applied to 
cruiting for other branches and positions. 
It is probably not generally understood that in many of the 
aminations given by the Civil Service Commission, the competi- 
rs are not required to assemble in an examination room for a 
ritten examination, but are graded upon their training and 
perience and where necessary, upon their physical condition. 
hese so-called non-assembled examinations are given for two 
neral classes of positions, viz: (1) Mechanical trades and 
[nilar positions, and (2) high-grade technical, professional and 
ientific positions, and administrative positions which cannot 
tequately be filled by promotion and for which the government 
quires men <h' women whose fitness is demonstrated in a record 
successful experience. In such examinations competitors are 
,ted upon the sworn statements in their applications and upon 
irroborative evidence adduced by the commission. 
In his annual report issued in Decemb^, 1918, the Secretary 
the Navy paid the following tribute to the vax recruiting effcvts 
the Civil Service Commission : 

Under Uw law, all navy-yard workmen mint be recruited through the civil 
rvice, and the department desires to express its gratification and appreciation 
the manner in which the Civil Service Commission met the emergency uid 
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by the opeaticm of alxnost a new oiganisatioa and the f earkn cutting of all need- 
less red tape has done all that was humanly possible to meet the navy's dfanands 
in the shortest practical time. 

In a statement recently sent out from the naval aircraft fac- 
tory at Philadelphia, the following appeared : 

On October 1, 1917, the first mechanic was hired at the naval aircraft factory 
the only government-owned industry of its kind in the United States. On 
November 1» 1918» there were 8»642 men employed in building flying boats for 

the navy Civil service rules, at first looked upon as a handicap, 

had to be dealt with and naval regulations were to be taken into consideration 

at every step Testimony of the generally satisfactory caliber of 

the employees secured under civil service is found in the fact that it was necessary 
to hire a total of only 6,085 persons to provide for the growth of force and for 
replacement. In private industry it is often neoessaiy to hire eight to ten per- 
sons before a satisfactory employee is secured. Further testimony of the gener- 
ally satisfactory caliber of the working force recruited under civil service is found 
in the fact that only 180 persons have been discharged for cause since the start 
of the factory. 

This machinery of the civil service system, smoothed in the 
running by long use in peace and in war, is ever at the service of 
those who seek employment. It must be r^arded as an important 
factor in plans of labor readjustment. Notwithstanding the ab- 
normal expansion to meet war needs, and consequent reductions 
now, vacancies which must be filled are constantly occurring in 
the vast civilian force. Even at this time examinations of more 
than one hundred different kinds are open. Specialists are in 
greatest demand but there is frequent opportimity for the em- 
ployment of those who have no training in a specialty. The 
reemployment registers referred to earlier in this article, while 
they may for a time furnish an excess of eligibles for some posi- 
tions, cannot be depended upon to meet the full needs of the 
service at any time. 
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)y A. J. PORTENAB 
U. S. EmpI yment Service, Department of Labor 

Mr. Fortenar has tootked ai kis trade of printing for ihirty^evm years; 
he has carried a union card ihirty4wo years; he has for four years been in 
the Envfloymerd Servict nf the State of New York and of the United States, 
He has met employers as a trade union official and as a public official and 
has dealt unih employes in the same capacities. — ^The Editor. 

fT^HERE is general agreement that there must be a readjust- 
^ ment of the machinery of national industry, but we are not 
nearly so unanimous as to what is meant by '^readjustment." 
For some, the word "restoration" more aocurately expresses what 
is desired. For others, "demolition and reconstruction from the 
ground up," would be a simunary. Between these extremes, 
stands a great majority which interprets "readjustment" as 
"restoration with more or less modification," the degree of modifi- 
cation varying considerably, but the structure of pre-war condi- 
tions being in its essentials retained. 

The problem is not purely industrial. Adequately presented it 
would include economic, political and moral phases. But at this 
moment the emphasis is placed on the mechanisms by which in- 
dustrial relations may be improved rather than on the fundamen- 
tal principles on which they rest. When we consider the concrete 
conditions under which industry will get back to normal peace 
production, the subject naturally divides itself into two heads: 
Actions by agreement between employers and organized labor, 
and actions by employers in non-organized industries. 

In the organized industries the struggle will principally concern 
wage schedules. But there are some industries in which the 
eight-hour day was unwillingly conceded under the stress of war 
requirements, and in these industries the length of the workday 
is likely to be a more bitterly contested question than even wage 
schedules. And there are other industries which are struggling 
already for a forty-four hour week. 

It has already been made dear that the unions will strenuously 

resist any reduction in wages. In some instances they are out on 
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strike now (latter part of January) for increases based on living 
costs that are still rising. Their claims are that the cost of living 
is such that any reduction in wages will mean a lowering of the 
standard of living; that the extremely high prices are largely due 
to profiteering all along the line, from large producer to small 
retailer; and that labor was imderpaid before the war and entitled 
to retain its increases even if prices should come down. Fetr 
contrOi employers claim that the high prices are primarily and 
chiefly due to exorbitant wage demands, and that lower price 
levels are imi>ossible until wages have been sealed down. 

A SUBVEY 

The course of wage fluctuations usually is that on the upward 
trend wages lag behind prices; on the downward trend prices lag 
behind wages. This b^g so, it follows that rising prices receive 
their primary impulse from some other cause or causes than ad- 
vancing wages, although advancing wages may later become a 
contributing cause to a further rise in prices. Also, by the same 
reasoning, the removal of the cause or causes which gave the 
original impulse to rising prices would permit a lowering of prices 
without wage reductions. 

The trend of wage fluctuations in the past four years has been 
fully in accordance with the rule above stated. The beginning of 
the war found wages low as compared with then ruling prices, 
which had for about fifteen years been moimting more steadily 
and quickly than wages. The demand from Europe s^it prices 
up very rapidly, while wages did not rise as soon, nor as fast nor as 
far. If we except the metal working trades, in which there was 
an insatiable demand for skilled mechanics, and in which wages 
had been for a long time notoriously poor, there was hardly any 
advance in wages for a considerable period after the commence- 
ment of the war in 1914. In fact, during the winter of 1914-1915, 
there was much unemployment, and to my personal knowledge 
common laborers in and about New York were working for $1.75 
a day. It was not imtil the entrance of the United States into 
the war, when an enormously increased demand was concurrent 
with the withdrawal of several millions of men from industry, 
that wages leaped upward, and a more equitable relation was 
established between the quantity of money in the pay envdiope 
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and what might be bought for that quantity of money. But 
during that time prices never stopped their upward course, wages 
being really then a principal factor, but not the only factor in the 
continuous advance of prices. 

In printed sheet and by word of mouth wide advertisement was 
given to the enormous earnings of individuals. It is not contended 
that the stories were untrue, but that the inference that every- 
body was earning the top figures so widely quoted was unfounded. 
Nor was proper emphasis given to the fact that the big money 
was largely due to the practice of working days, nights and Sun- 
days. A boy of nineteen was mentioned to me as earning forty 
dollars a week. Inquiry brought out the fact that he was working 
thirty-four hours overtime a week. His hourly rate was only 
forty cents, after he had become a semi-skilled man. Incidentally, 
the effect on his health was becoming apparent. 

As to profiteering, it is not necessary to present argument. 
An opportimity such as only a convulsion like this war could 
give was not wasted by those in a position to take advantage of 
it. Excess profit taxation retrieved for the public use some of the 
proceeds of the joyous stream of gold, though even with that sub- 
traction there was exceeding fatness. And the little profiteers — 
certain middlemen and retailers — who got all they could and kept 
all they got — ^yes, the war ended too soon for some people. 

Among others, one more cause of high prices must be mentioned, 
and a single illustration will suffice. The Philadelphia North 
American of September 2, 1917, said: "" Delaware County is 
$25,000,000 richer through four months of war." But further 
reading developed that it was not the people of Delaware County 
who had gained that sum. It was the landowners who had been 
enriched. The same authority added that "Bents have doubled 
and in many instances gone higher." How many times $25,000,- 
000 was thus saddled upon the people throughout the coimtry? 
They made the increased values by their presence and industry; 
then they were penalized in the form of doubled rents for their 
homes; and then they paid some more unofficial taxation in the 
increased prices of commodities for which the doubled rents of 
factories and stores were the basis. Yet, though it was under their 
noses, the makers of the excess profits tax failed to see this un- 
earned increment as a source of revenue — a source of revenue so 
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grievances are referable. As appUed to industrial disputes, tbe 
best form, in my opinion, is a body in which both sides are equally 
represented in voting power, regardless of numbers present; whose 
membership is composed of the biggest men on both sides; and 
whose decisions when rendered are final. It is a question open to 
debate whether they shall be empowered to call in an umpire 
when deadlocked, or whether they shall discuss a question indef- 
initely until decision is reached. Both methods have advantages 
and disadvantages so nicely balanced that opinion has not 
crystallized upon either. 

Organized labor will have much to say about matters of pubUc 
policy, such as health and unemployment insurance, and child 
labor laws. It will increasingly concern itself with policies that 
are generally regarded as political rather than industrial, such as 
public ownership of public utilities, methods of taxation, educa- 
tion, and the powers of the judiciary. In this connection, and 
largely owing to the formation and development of the British 
Labor Party, there has recently arisen within the body of trades 
imionism in this country, a movement to form a labor party which 
would almost certainly take the British party for its model. This 
movement is due to the growing perception of the fact that indus- 
trial injustice may be created or maintained by political instru- 
ments. Hence political action is necessary to change those in- 
struments, be they laws or methods of government, in order to 
remedy industrial injustice. 

Mr. Gompers and the Executive Council of the American 
Federation of Labor are officially on record in opposition to the 
formation of such a party, while favoring many actions which 
will be a part of the program of the party. In all likelihood, the 
party will be formed in spite of the opposition of official unionism. 
But because of that opposition it will not attain the size and influ- 
ence which would be its portion if there was unanimity. And for 
the same reason it will not be an important factor in the settle- 
ment of the reconstruction problems of the immediate future. It 
will be composed of the more radical groups and individuals in the 
labor movement. Its growth or even its continued existence will 
depend upon influences outside of itself. If there is progress 
steady and fast enough to enable the officials of the American 
Federation of Labor to justify the position they have tak^i, the 
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new movement will languish or merge itself into the Socialist 
Party; but if reactionary influences are able to prevent or greatly 
retard the itencis of the labor party's program, the opposition of 
conservative leaders like Mr. Gompers will be swept aside. 

A Crobs Section Study of Labor Conditions in One Section 

OF New York City 

When the problems of reconstruction are viewed in relation to 
the mass of unorganized workers in this country, who form a 
large majority of the whole number, the picture is vitally different 
from that presented when dealing with organized labor. The 
power of employers to impose their will and the pow^ of employes 
to resist that imposition are both in inverse proportion to the 
respective powers in the other case. In every particular, from 
wages to welfare, immediate results will depend upon the temper 
and degree of enlightenment of employers. 

In the district in which my daily work is done, my contact with 
the industrial situation is intimate, and it is principally the first- 
hand observations there made that are the basis of my comments. 
Otherwise, I have only such sources of information, through con- 
versations and printed reports, as are open to everybody. A 
word, therefore, as to industrial conditions in the Borough of 
Queens, City of New York. The industries are extremely varied, 
ranging from airplanes to woodenware,* but while the variety is 
great, most of the industries are represented by one or a few shops, 
sometimes small. The dominant industry is metal working and 
machining in many forms, with automobiles, caskets, chemicals, 
cards, furniture, food products, glass, limiber, paper goods, paints, 
shoes, textiles and woodworking more or less prominently repre- 
sented. There are estimated to be at this time 75,000 persons, of 
which about one-fourth are women, employed in 1,100 industries. 
The industries of the district, if the building trades are excepted, 
are in the main not unionized, although union men are scattered 
among the employes. Those industries which did not go into war 
work have been somewhat favorably affected from the employers' 
standpoint by the signing of the armistice; those which did war 
work have practically suspended operation. The labor market is 
heavily in favor of employers so far as number of applicants goes, 
but when qucdity is a factor, demands are still rather difficult to 
supply. In some skilled lines, supply is as scarce as it has been 
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any time for two years past. But speaking generally there is a 
considerable excess of idle men over available jobs. If the picture 
thus drawn of conditions in this district is in its main features a 
replica of conditions elsewhere, then my observations may be 
capable of wide application. 

As always, the question of wages is uppermost. It is already 
evident that the employers can reduce wages, and some of them 
even thus early have gone very far in their efforts to do so. Un- 
like the men in the unionized trades, the unorganized workers 
were willing to acquiesce almost immediately in wage reductions, 
which in most cases ranged from 12 to 15 per cent. For the 
present, they reject offers which carry reductions greater than 
that. But if the pressure of unemployment increases, as it 
seems almost certain it will, past experience indicates that they 
will make further concessions. An unusual phenomenon is that 
imskilled laborers are showing perhaps more independence than 
the skilled workers. 

The unorganized workers are now, as they have always been, 
wobbly as to the amoimt they will work for; no matter what 
figure they have determined on, it is always possible that they will 
shade it a little, although no doubt there is for each individual an 
irreducible minimum somewhere. For the non-union workers in 
an organized trade the scale of the imion is indirectly but none 
the less truly the measmre of their compensation. 

Yet it must be said that up to the present time (late in Janu- 
c^)' applicants of all kinds have shown more determination to 
uphold self -created standards than they did before the war. "I 
can't live on that" is the statement which usually accompanies 
refusal. The reductions already made seem to have been antici- 
pated and accepted as a matter of course. It is difficult to fore- 
cast the future in this respect. Will they submit as they have al- 
ways submitted hitherto, or will they reverse industrial precedents 
and offer imexpected resistance? But one thing seems clear — 
either submission or resistance will be accompanied by more 
deep-seated bitterness, and probably by more open expression of 
that bitterness, than we have ever known before. While they 
have not the aggressiveness and assurance which come with or- 
ganization, they too have been touched by those intangible cur- 
rents with which the industrial atmosphere is charged. 
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On other nuittera relating to employment they are not vocal. 

nine-hour day will be accepted it an eight-hour day is not avail- 
}le. Even a ten-hour day finds some takers if the Saturday 
Uf holiday goes with it. It is not they who are talking of ar- 
itration, or discussing industrial democracy. The pay envdope 

the engrossing subject of their thoughts and the contents of 
le pay envelope will determine their state of mind and attitude 

this period of unrest — that is, it will for awhOe. 

The attitude of employers as to wages varies all the way from a 
illingness to continue indefinitely at the level reached after the 
itial reduction already mentioned, down to a detennination to 
store pre-war wages, with the majority looking toward Iowa-, 

not the lowest levels. Tliey express gratification at again 
eing lines of applicants at their doOTs in the mornings, and some 
Lve recently restored suspended rules to the effect that applica- 
3ns for employment can be made only at that time. I have 
uud utterances among them which may be summarized in the 
ords> "Our turn now." However, it is only just to say that the 
ajority talk in a way which evinces a new outlook and a greato" 
illingness to concede the existence of a viewpoint other than 
leir own. I was about to say that they were willing to concede 
le existence of rights other than their own, but that probably is 
)t true. A more accurate statement is to say that they concede 
lat more consideration should be shown than has been cust<nnaTy 
r those whose habit it is to r^ard their business as an autoc- 
£y and themselves as its rulers. 

Our employers are showing decided interest in methods of 
aijktaining industrial peace and promoting good rdations apart 
om that perennial topic of wages. There has been formed in 
le district a Personnel Managers' Club, which holds frequent 
eetings, at which the addresses of prominent speakos are 
llowed by open discussion. The phrase "industrial democracy" 
used often without startling anybody, although I am inclined to 
:lieve that the implications of that phrase have not been criti- 
.lly analyzed. The causes of and remedies for labor turnover 
eep into the discussions regularly, even when the announced 
pic bears a different title. Until now academic discussion has 
;en the only result, but the club is only a few months old. It 
u formed at a time when the problems created by war condi- 
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tions confronted employers, and the factors of the equation are 
considerably altered now. So far as I know, none of the members 
have made any practical changes in their methods of handling the 
human element in production, nor (again so far as I know), are 
they considering any definite innovations.^ They seem to be 
standing with reluctant feet at a point of departure from familiar 
paths, their faces turned in the right direction, but themselves 
not ready to go confidently forward. Not all of them, however; 
there is among them a -considerable number of hardshdl 
Tories, unconvinced of the necessity for change and unafraid of 
portended consequences. 

A Forecast 

My reading of the signs of the times is that only mildly pallia- 
tive measures may be expected in the so-called "reconstruction" 
period now before us, and that even these will meet with consid- 
erable opposition. There is no definite program such as is out- 
lined in the Whitley report to the British Parliament, and even 
the American Federation of Labor has not asked for so much as 
in that report is officially conceded as a minimum for the attain- 
ment of improved industrial relations. 

In Great Britain these has already been officially set up machin- 
ery designed to give the working people a voice in the making of 
trade agreements and the adjudication of disputes, in non-union 
as well as unionized industries. In this country the best we have 
yet secured was an official request made under the pressure of 
war conditions, that existing means for negotiation and arbitra- 
tion be continued, and new means created where none existed. 
The attempts of the War Labor Board to create such new machin- 
ery where none existed (i.e., in non-union industries) were a 
conspicuous failure. 

It is a seriously debatable question how long any amoimt of 
amelioration in industrial relations, without structural changes 
in the social edifice, will suffice to keep the working population in a 
state of reasonable contentment. It is indisputable that the 
war has been a ferment of tremendous power, the action of whidi 
cannot yet be determined. History has shown that a victorious 
people is usually a complacent people, but there is much reason 
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> I have just been inf onned that a Long Island City employer is about to 
establish a profit-sharing system. 
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I antidpate that in its consequences this war will furnish a 
uiation from histcoical precedent. Noble sentiments have been 
idely dissaninated as stimulants to warlike enthusiasm; signs 
ultiply that the people propose to give these glittering gencral- 
ies concrete applications. 

There is a general opinion that well organized and reasonably 
iccessful trades unionism is immune to direct actionist virus, 
rom a letter written to me on June 10, 1914, by the late Frof. 
obert F. Hoxie, is quoted this extract : 

I can hardly agree witli you that it is only a few Socialists who stand in 
position to the business unions and the pragniatic business union progreai. 
lide from well defined groups of predatory unionists, mainly in local bodies, 
tiave become convinced by observation and inquiry, that there are between 
0,000 and 800,000 men who can be called revolutionary unionists .... 
d I find that nony <^ the retalviionariet are men cf age, experienoe and mb- 
mce. (Italics mine.) 

ote that Professor Hoxie expressed this view in reply to my 
isertion to the contrary. But because of things I have seen and 
»rd, I am now inclined to give much more credence to his 
>imon. 

The civilized world stands in living fear of a thing it calls 
olshevism, yet does not recognize the fact that it was our own 
vilization that spawned and nourished Bolshevism. The world 
ould stamp it out, or at least set barrio? to its spread, so there 

talk of destroying it with force. But force will not destroy the 
ling even thou^ it may suppress it for a time, because in 
istice backed by force was its father and its mothn. It will be 
;eless to set a guard against it at the piers where ships dock, for 
s seeds are implanted in oiur own industrial organism. No ring 
; armed men can stay the diffusion of its subtle poison where 
justice makes misery, and misery makes desperation. No 
ng of armed men is needed where the sunlight of justice acts as 
disinfectant. 

But v/baX is justiceP We must formulate a working hypothesis, 
>r an exact definition is impossible. But that which cannot be 
efined may be described. The test of justice is its inclusiveness; 

must be just to all men. Brain and brawn should each receive 
le fuU value of work done. If that were given, every one who 
orks would be sure at least of decent subsistence to which he is 
ititled by the very fact that he has worked. 
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Decent subsistence is a scarcely definable phrase, not to be 
stated in terms of money, yet easily comprehended. It means 
food, shelter, clothing, recreation and opportunity for education; 
nothing extravagant, nothing luxurious, nothing lacking. 

""Economic justice*' and "'living wage" are not completely 
synonymous terms, but, directly or indirectly, every issue that 
arises between employer and employed has in some aspect a 
bearing on wages. It is held by some that the solution of the 
wage question lies in increased production. But this is only a 
partial truth. There must also be equitable distribution of the 
fund created by production. It is in distribution that the con- 
flict of interest arises, and it is the belief that the employer 
benefits disproportionately by increased production which under- 
lies the usual attitude of workmen. 

I am not one of those who believe that all work is equal in 
value, and that all rewards should be equal. The law of sup- 
ply and demand furnishes the only yardstick for measuring the 
value of work. I will be told that this yardstick is used now. 
But it is not so. The working of the law of supply and demand 
is artificially obstructed in our economic life. Big business can 
hire big brains to find and apply the methods of obstruction. 
Bribery, intimidation, misrepresentation (printed and spoken), 
legalism, forcible repression — all these are used. The toxic re- 
sults of the obstruction are manifested in what is called the 
economic problem. 

Yet there is no danger of catastrophic destruction and com- 
plete rebuilding if progress toward justice is permitted to take 
its naturally slow course through discussion and agitation, unhin- 
dered by the artificial obstructions. These come only when the 
volcano is capped or the stream dammed imtil the forces thus 
repressed burst through the bonds that restrain them. The gods 
could give the great property interests of the country no more 
fatal gift than too much success in controlling legislatiu:es and 
finding complaisant courts. 

My conscience knows and my writings attest that I wish to 
secure social justice by orderly procedure. In July, 1918, the 
Sagamore Sociological G)nference invited me to meet Arturo 
Giovannitti in debate as a competent representative of the labor 
movement in opposition to I. W. W. propaganda. Is this a cer- 
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tificate of character, when I warn the captains of industry (yes, 
and the little fellows, too) that it is not wise to blink the recogni- 
tion of facts until they see the spectre of hideous spoliation dose 
upon them? They will concede in vam then what now to their 
minds is far beyond the limits of concession. Nor am I thinking 
of sops in the form of trifling increases of wages or the installation 
of this or that feature of '* welfare work." 

In my narrow field my ear is dose to the ground, and the rum- 
blings are ominous, but not yet menacing. From both demobilizcjd 
soldiers and dvilians, come the mutterings. They are not ripe 
for Workmen's and Soldiers' Councils, but it is not entirely beycmd 
the bounds of the conceivable that they may become so. Every- 
where like causes produce like effects, and the anxiety in European 
capitals today (late in January) is due to fear of the concededly 
contagious quality of Bolshevism. 

There is an emergency problem before us in the present tran- 
sition period, and emergency expedients are called for to meet 
the immediate crisis. But let no man doubt that there will re- 
main a fimdamental problem of industrial injustice which will 
only be solved by clear understanding and broad and far-reaching 
treatment of the permanent factors of oiur industrial life. 
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How American Manufacturers View 
Employment Relations 

By Stephen C. Mason 

Pjreaideiit of the National Association of- Manufacturers 

TT is unfartunate that in all the discussion emanating from the 
^ representatives of organized wage-earners relating to indus- 
trial standards after the war, **new rights and advantages" for 
labor are the principal and practically the only topics upon which 
stress is laid. Much has been heard about the *' better times 
alleged to be labor's proper reward by reason of *' sacrifices 
which it is annoimced were made by the organized groups during 
the war. 

With no desire to belittle the loyalty of the great mass of the 
workers of the United States, without reference to organizations, 
it 9eems the fact has escaped notice that American labor cannot 
actually hope either to attain, retain or maintain any existing 
or future **new rights and advantages," imless such privileges 
are truly connected with public necessity and welfare and shared 
in by American employers as well as employes. No benefit or 
advantage can accrue to the employe that does not come from a 
healthy, successful and expanding industry. 

The overwhelming majority of the manufacturers in this coun- 
try are firm in their belief that absolutism on the part of the 
employe is just as bad for the general welfare of the nation as 
absolutism on the part of the employer. The National Associa- 
tion of Manufactmrers is confident that, left to themselves with- 
out the irritations, exaggerations and agitations of a compara- 
tively small group of individuals, the workers and employers of 
of the United States would readily find a conmion and equitable 
basis on which properly to meet every present and future need. 

It is essential, however, in order to provide a more healthful 
atmosphere in the industrial world, and to ensure the success of 
the effort to reach and maintain a common groimd, that the 
partners in industry — the wage-earners and wage-payers — be 
given the benefit of constructive, legitimate and impartial encour- 
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agement from the govenunenty and a healthy, well-informed public 
opinion. 

Any organization which sets for itself the task, or any part of 
the task, of creating or sustaining an artificial or abnormal eco- 
nomic condition in American industry is certainly not working 
for the true and proper interests of its members. It is wasting 
its time, inviting destruction and running directly counter to 
public welfare. 

In America today we hold the great responsibility of provid- 
ing example for the rest of the world. Confusions and iniquities 
which have developed in our American industries during the 
hustle and bustle of waging war on a modem scale should be and 
will be eliminated in good time. We must lend our every effort 
to avoid bitterness, acrimony, calamity, howling or whining. 
Nothing is to be gained by either side, if there are sides, through 
cultivation or promotion of misunderstandings. We must be 
mindful of public tension and public interest in approaching and 
working out our problems of industrial readjustment. 

No manufacturer has qr seeks to exercise any rights or priv- 
ileges which any other American citizen may not have or seek 
to exercise. In readjusting our industries to a new and proper 
basis for the work of reconstruction and peace no part of o\xr 
industrial forces can be asked or expected to give up ** advantages " 
to which it is properly or legitimately entitled. The true meas- 
ure of so-called industrial advantage, in our opinion, is nothing 
more or less than a question of public welfare and the national 
good. No man or group of men has any right to attempt to 
defend an uneconomic industrial condition when every reason that 
brought about the abnormal condition has been eliminated. 

The National Association of Manufactiurers stands firmly for 
the spirit of patriotic industrial co5peration and good will in the 
working out of readjustment problems. In time of our national 
emergency, during the progress of hostilities in France, there 
was bom in our American industrial relations the more general 
realization that co5peration between employers and employes 
was a patriotic duty and a privilege, for the nation's safety and 
prosperity, as well as a good business policy. Distinctly recog- 
nizing this important fact, the organized employers of the United 
States have long since been lU'ging, favoring and pledging that 
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spirit of common interest in our industrial affairs which the war 
fostered so greatly among all citizens concerning national duty. 

The National Aiteodation of Manufacturers, as a body, rep- 
resents practically every important industry in the United States. 
Its membership of more than 4,000 is found in every state, and 
its activities, since its inception at Cincinnati, Ohio, in 1895, 
have been directly connected with the vital industrial affairs of 
the nation. Manufacturers within its rank have contributed 
very largely to the remarkable progress of America, during which 
the gross value of the industrial output of the entire country, as 
measured by Census reports, has risen from one biUion dollars in 
1850 to eleven billions in 1899, twenty-four billions in 1914 (the 
last normal year) and, considering the very rapid rise in monetary 
values during the past four years, may be estimated to have 
doubled the last amount in 1918. Several years ago the annual 
output of the manufacturing industries of the United States b^an 
to exceed in money value the combined annual output of any other 
two nations of the earth; and the factory production of the 
members of the National Association of Manufacturers, alone, 
began to exceed the value of the total annual production of 
any single foreign nation. 

As the president of the Association, therefore, I consider it not 
only a privilege but a duty to give, as briefly as possible, an accu- 
rate account of the nattu^, scope and pmposes of an organization 
which has grown to be the largest national association in the 
world whose active membership is wholly made up ci manufac- 
turing establishments representing every phase of industry. A 
clearer understanding and wider appreciation of the spirit of 
the organization, of the American manufacturer's attitude, and 
the principles animating the work of the National Association of 
Manufacturers, may be had by considering and interpreting 
separately its Declaration of Labor Principles: 

(z) Fair dealing is the fundamental and basic principle 
on which relations between employes and employers should 
rest 

In this statement we have put tersely our firm belief that fair 
dealing in industrial relations is not merely incumbent upon 
those who work for hire but just as much, if not even more, upon 
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those who, in their capacity as employers, manage and 
industrial enterprises and supervise the collective or individual 
labors of others. We consider such a policy "good business." 

This organization has intensively and unselfishly fostered and 
promoted in every practical manner the doctrine that every 
employer should do everything in his power to cultivate^and 
maintain a feeling and condition of human friendliness ? and 
brotherhood with his employes. An employer who does not,^has 
poor business vision and is an imdesirable citizen. It has always 
been a puzzle to employers at what stage of the industrial activity 
they and their employes ceased to be co5perators. 

It is a fact that the larger proportion ci the most successful 
employers in this coimtry are men who have seriously under- 
taken to restore or maintain conditions of friendliness and coop- 
erative good will in their relations towards their employes. 
Many obstacles to such efforts on the part of employers have 
been deliberately fostered by influences outside their individual 
plants, by those who, while harping on the word "exploitation/' 
have themselves actually and most seriously "exploited" the 
employes. 

Fair dealing on the part of employers toward their employes 
has been demonstrated on more numerous occasions than fair 
dealing by employes who have blindly followed the orders of 
certain oldtime masters of the self-profiting art of misleading 
labor. In this respect much remains to be done in order to clarify 
the industrial atmosphere and prevent the bickerings, strife and 
misunderstandings engendered by such labor misleaders and 
sowers of destructive class hatred and discontent. 

Every legitimate and constructive resource at the command 
of the National Association of Manufacturers has in the past 
and will continue in the future to be devoted to fair dealings by 
employers. We feel that, outside of the everyday practical appli- 
cation of the Golden Rule to industrial relations, it is essential 
that aU proper means of education should be fostered and encour- 
aged. This latter need has already been at least partially filled 
by the nation-wide educational work inaugiu*ated and carried on 
by the Association since the early part of 1916. In this cam- 
paign we made a somewhat successful effort to re-focus the indus- 
trial perspective of the American people and give to all classes of 
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dtizens a better understanding of their responsibilities to our 
industries and of the actual bearing which industrial prosperity 
has on the public welfare. 

Through a carefuUy selected staff of public speakers, writers, 
various forms of printed literature, stereopticon slides and mov- 
ing pictiu*e films, we have spread broadcast the constructive 
gospel of industrial co5peration. The results achieved have 
been visible already in the recent more general awakening of 
political leaders, economists, leading employers and bankers, as 
well as among various craft and trade organizations, to the need 
for preaching and practising cooperative relations between the 
employer and the employe. 

The work described has been performed by the National Asso- 
ciation of Manufacturers because there seemed to be a general 
public misconception of industrial problems, needs and condi- 
tions which had greatly contributed toward industrial inefficiency 
and the creation of unrest and strife. It has been carried on 
free of any tinge of prejudice or controversial effort, simply its a 
constructive educational campaign to make possible the greater 
realization of that spirit of fair dealing enunciated in the first 
article of the Association's Declaration of Labor Principles. 

(2) The National Association of Manufacturers is not 
opposed to organizations of labor as such, but it is unal- 
terably opposed to boycotts, blacklists and other illegal 
acts of interference with the personal liberty of employer 
or employe. 

From its organization this Association has never denied nor 
condemned the right to existence of labor unions. It has, how- 
ever, insistently demanded that labor organizations be founded 
upon an enlightened public consciousness, and their operations 
based upon legitimate principles, and that they recognize the right 
of all workers to engage for their services imder such lawful condi- 
tions as may seem best to them. Such organizations should estab- 
lish responsibility for their contracts. Power without responsi- 
bility always leads to abuse. There can be little room for doubt 
that the general disuse into which such labor union tactics as boy- 
cotts and blacklists have happily fallen in recent years has proved 
not only their illegal nature (as numerous court decisions proclaim) 
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but tlie emphatic disfavor of the general public regarding sack 
practices. 

"Cruel/' "cowardly/' "immoral" and "antiHSodal," are some 
of the judicial characterizations of the un-American labor union 
weapon, the boycott. The pernicious nature of both this prac- 
tise and that of labor union blacklists is that they are serious 
invasions of the rights and personal liberties not only of the em- 
ployar and employe, parties to a dispute, but inflict injury on 
third persons who are not interested parties in the controversy. 
We equally condemn any such practices on the part of employers. 
Against such oppressive illegal acts the Association has stooc]^ 
and always will stand firm. 

(3) No person should be refused employment or in any 
way discriminated against on account of membership or 
non-membership in any labor organization, and there 
should be no discriminating against or interference with 
any employe who is not a member of a labor organization 
by members of such organizations. 

This declaration embraces the fundamental principle that every 
person who labors must have the freedom to engage for and deliver 
his or her services without interference; conversely, every em- 
ployer of labor must have the freedom to hire the class, grade, 
quantity and quality of labor best suited to his needs. This is 
the definition of the important industrial principle of the "Open 
Shop." It is a principle that should neither be denied nor com- 
promised in the interest of either employers or employes, and is a 
sound doctrine interwoven with certain inherent, individual, hu- 
man rights. An analysis of this tenet shows it to be neither offen- 
sive nor destructive. On the contrary it is a safeguard of a sacred 
individual human right whether it is industrial in application and 
exercise, or otherwise. It is a concept upon which our Constitu- 
tion and political institutions are based. 

(4) With due regard to contractSi it is the right of the 
employe to leave his employment whenever he sees fit, 
and it is the right of the employer to discharge any employe 
when he sees fit 

This declaration is based upon the vested individual rights of 

employe and employer. No one questions the right of any em- 
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ploye to terminate his employment when he desires to do so, but 
this does not carry with it the right to conspire with or influence 
fellow workers to quit simultaneously with him, to the injury or 
interference with their employer's business, or to undertake to 
prevent anyone from taking the position he has left. 

On the other hand, it must be recognized that the employer has 
absolute freedom in the selection of employes that he considers 
will be satisfactory and efficient for the services required with 
compensation for such service at the prevailing rates of wages, and 
the right to dispense with such services whenever he desires to do 
so. 

(5) Employers must be free to employ their work people 
at wages mutually satisf actoiy, without interference of dic^ 
tation on the part of individuals or organizations not 
directly parties to such contracts. 

Personal and legally recognized property rights vested in the 
builders, managers and owners of industrial enterprises, are in- 
volved in this article of faith. Old established common law rights 
of individuals to enter into such proper contracts as may seem 
best to each party thereto without interference on the part of 
third or outside persons are simply defended by this principle. 
It contains the timely sentiment that individual initiative and the 
institution of private property is something worth making the 
greatest sacrifices to preserve. No effort is made to infringe upon 
any vested or recognized rights or privileges of employes in sudi 
a doctrine. Indeed, by stoutly asserting the specific rights of 
employers, as such, an indirect service is done to workers and an 
acknowled^ent made of the fact that our industrial elements 
have certain clearly defined limitations in their relations with each 
other. No one is more vitally concerned in the right of individual 
contract than the worker. This right was denied in old English 
statutes and common law and the securing and establishment of 
this right was one of the first steps toward emancipation of the 
employed. 

(6) Employers must be unmolested and unhampered in 
the management of their businesSi in determining the 
amount and quality of their producti and in the use of any 
methods or sjrstems of pay which are just and equitable. 
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Herein is enunciated the fundamental condition of the success- 
ful conduct of business that the owners and managers of manu- 
facturing establishments must be protected in their right to oper- 
ate their plants without outside interference, according to the 
natural and l^ally defined regulations of commerce. The prin- 
ciple demands free exercise of individual business judgment and 
initiative, without which there would be little, if any, incentive to 
engage in business enterprise, and indirectly insists upon a recog- 
nition that the principles of management are primarily and dis- 
tinctively within the province of plant owners and operators, and 
the intervention of outside, iminformed individuals or organiza- 
tions is neither desirable nor proper in theory or practice. As the 
success and expansion of business depends primarily on manage- 
ment, it clearly follows that you cannot hamper management 
without injuring industry. 

(7) In the interest of employes and employers of the 
country no limitation should be placed upon the opportu- 
nities of any person to learn any trade to which he or she 
may be adapted. 

Unrestricted opportunity for industrial education of the youth 
of the land so that there may be produced efficient industrial 
workers, is the underlying thought involved in this statement. It 
implies a complete rejection of the erroneous and harmful prin- 
ciple of trade unions by which limitations are placed upon the 
number of apprentices permitted to be employed in the skilled 
trades. In recent years there has been a widespread awakening 
of public interest in the subject of vocational training. Munici- 
pal, state and even the federal government, realizing the dire neces- 
sity for the more general systematic industrial training of our 
youth, have imdertaken extensive plans in this direction. For 
more than twenty years the employers of the coimtry embraced in 
the ranks <rf the association have not only recognized the urgency 
of this problem, but have consistently made every possible effort 
to increase the opportunities of any person to learn any trade to 
which he or she may be adapted. The widespread recognition of 
this question during recent years is an indication of the soimdness 
of the position taken by the Association upon this question. 
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(8) The National Aaaodatioii of Manufacturen disap- 
proves absolutely of strikes and lockouts and favors equita- 
ble adjustment of aU conditions between employers and 
employes by any anucable method that will preserve the 
rights of both parties. 

This portion of oiir principles we honestly regard as a long stand- 
ing monument to the American employer's recognition of the need 
and value of the maintenance of industrial peace. It will be 
noted that no specific recommendation as to a means to this end is 
contained in the principle. This in itself is an absolute refutation 
of the charge that employers have generally favored any iron-dad 
form of industrial armistice. Furthermore, no reference is here 
made to any special views which the employer may entertain as to 
various forms of industrial arbitration and conciliation which 
have been tried and in many instances found wanting. 

The attitude of the organized employers of the nation in disap- 
proving emphatically of the strike, which is commonly regarded 
as labor's chief weapon of offense as well as defense, has been no 
less emphatic with respect to disapproval of the lockout which 
has been regarded an offensive and defensive weapon of employers. 
Concretely put, it is the feeling of the members of the Association 
that the complicated question of wages and related industrial prob- 
lems, in the interest of industrial development, must be met with 
the utmost fairness of which human intelligence is capable. The 
belief is now more general than ever among the employers of 
America that the old-time selfishness of both the employer and 
the employe must absolutely be put aside and each be content, 
the worker to engage for his labor at a reasonably proper wage 
and the employer to hire labor on the same equitable basis. 
Groing a step further, it is our firm belief that a more common 
recognition of the actual partnership relation and joint responsi- 
bility which exists between the man who pays a wage and the man 
who receives a wage, would be the greatest single contribution to 
the cause of industrial peace and prosperity that is capable of 
achievement. 

(9) Employes have the li^^t to contract for their services 
in a collective capacityi but any contract that contains^a 
stipulation that employment should be denied to men not 
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parties to the contracti is an invasion of the constitutional 
rights of the American workmani and is against public 
policy and in violation of the conspiracy law. This Asso- 
ciation declares its unalterable antagonism to the closed 
shop, and insists that the doors of no industry be closed 
against American workmen because of their membership 
or non-membership in any labor organization. 

The evident purpose of such a declaration as this is the afiSrma- 
tion of the sacred and unassailable constitutional right of every 
worker and of every person to engage for his labor in a free and 
unrestricted market. Despite the e£Forts of many to garble and 
destroy this vital industrial truth, it is unquestionable that the 
prosperity of this country depends upon strict adherence to this 
fundamental rule of liberty and justice. The employers of Amer- 
ica regard this principle as something that cannot, in the interests 
of free institutions, be abridged by legislation. In other words, we 
insist that no man or group of men whether employers or employes, 
has any right to place a brand upon any human being and say 
that those so branded, regardless of merit, are entitled to special 
privileges, and in the same breath to say that those who are not 
so branded and not willing to be so branded must be limited in 
or prevented from the full exercise of their constitutional rights. 

It may be timely to record the fact that the question of collec- 
tive, shop bargaining, or cooperative representation already has 
had earnest consideration by a large niunber of manufacturers 
throughout the coimtry, and practical and successful plans em- 
bodying such purposes are already in operation in many important 
establishments. In the adoption of these industrial representa- 
tion plans no question is raised regarding the membership of 
workers in outside organizations. 

These plans present a method by which employes can deal col- 
lectively, through irepj-esentatives selected or elected by them, with 
their employers in relation to all questions and conditions of em- 
ployment. They will furnish a new channel of communication 
between wage-earners and wage-payers whereby they may better 
be able to avoid misunderstandings and mutually agree upon satis- 
factory adjustments of wages, working conditions, etc., and pro- 
mote and establish such friendly relationships and cooperative 
spirit as will be beneficial and to the best interests of both. Such 
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activities are clearly within the scope of this principle of our 
organization. 

(lo) The National Association of Manufacturers pledges 
itself to oppose any and all legislation not in accord ^rhh 
the foregoing declaration. 

This principle, the last of the ten embodied in the Association's 
declarations, is nothing more than a pledge that we will use all 
proper and legitimate effort to prevent \he passage of laws de- 
signed by self-seeking interests, to contravene, infringe upon, or 
take away from the human elements engaged in our manufactur- 
ing industries the sacred and inherent rights and privil^es in- 
volved in any and all of the nine preceding declarations of prin- 
ciples. A careful analysis of the position enunciated in these 
principles we believe will convince any unprejudiced mind that 
they are unassailable and might well be adopted throughout the 
United States, as a sound basis for the conduct and guidance of 
American industrial relations, in meeting and solving the many 
existing problems of readjustment. 

The spirit of the chartered purpose of the Association is best 
interpreted in the one word ^^s^viee"; service first to our coun- 
try, second, s^iace to our fellow men, both the toilers in the 
humblest trades and men of genius charged with vast industrial 
responsibilities; lastly, s^rsdce to the perpetuation of America's 
magnificent manufacturing structure. 
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International Business Cooperation 

By Edward A. Filenb, 

BostoQ» Mass. 

^H£ question today is not: Shall we have a League of Nations? 
^ A league is in process of formation even as we discuss it. 
The point of concern has shifted. The most important single 
question before the world today is this: What kind of a League are 
toe going to getf Questions of reconstruction and readjustment, 
questions of permanent prosperity for business, questions of dem- 
ocratic progress, questions of social advance are at this moment 
ail secondary to that question. Unless we get the right kind of 
league, the outlook for sane readjustment, the outlook for business 
prosperity, the outlook for a finer development of democracy, 
and the outlook for solid social advance are sorry outlooks indeed. 
I want to make two observations upon the question as to the 
kmd of league we want and discuss them briefly in turn. These 
observations are as follows : 

(1) The right kind of league must rest upon a constructive 
peace based upon justice and soimd principles of organization. 

(2) The right kind of league must take into account the fact 
that the lasting peace of the world must be based upon effective 
and harmonious woiidng out of the problem of business relations 
between nations; and the fact that there are several pressing 
problems of business and economics that must be met by inter- 
national cooperative action if the peace of the world is to be kept 
during the next few years, not to mention lasting peace. 

A CoNSTRUcnvB Peace 

In the first place we must have a constructive, not a patched-up 
peace. A patched-up peace might for a time satisfy the individ- 
ual wishes of individual nations, but it would contain the germs 
of another war. It is not make-shifts and temporizings that we 
want — ^we must provide for a lasting peace. At the beginning of 
the war surgeons attempted to deal with leg wounds by removing 
just the infected parts, but they soon found the mortality rate 
following that method was e3ctremely high; then they adopted 
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the more heroic method of amputation when the case looked 
doubtful — ^the mortality rate immediately dropped. The states- 
man's problem is today a good parallel to the surgeon's problem. 
The time demands heroic treatment. A constructive peace is 
one that provides for a lasting peace by a straight-forward deal- 
ing with those forces and factors the bad or inadequate adminis- 
tration of which will produce friction that will lead to another war. 

Some of these specific things I will discuss in a moment; but 
this much should be said at this point; we must have enough 
international organization — courts, coimdls of conciliation^ com- 
missions of adjustment and administration for certain matters, 
provision for common action to defend the common peace of the ' 
world — enough international organization to introduce and keep 
order and stability in the international situation or business will 
not have either the chance or freedom to develop along ncmnal 
and healthy lines. The old condition of insecurity, not to use 
the stronger term anarchy, in the international situation is a 
standing bid to reckless, destructive, and ill-considered radical- 
ism. Some business men are likely to shy at the suggestion of 
any increase in control; they are likely to say that business does 
not want to add international control to national control of which 
they already have quite enough. 

But it must be remembered, and far-sighted business men are 
saying, that business cannot succeed permanently save in an 
orderly and stabilized world. The disorganization of Russia and 
Germany is not exactly the sort of situation in which business 
can prosper. So American business men, purely on a baas of 
self-interest as well as high purpose, have a very deep interest in 
seeing prevail such measures as will stabilize conditions in Europe. 
As business men, it is our duty to our interests no less than to 
our ideals to give prof oimd and sustained attention and consid- 
eration to the problem of bringing every possible pressure upon 
the men who are writing the treaty at Versailles and the men 
who will be called upon to ratify the treaty at Washington to. see 
to it that the treaty provides for the kind of league that will 
deal in man-fashion with the elementary problem of keeping 
order in the world, that is, a league .that will really set up those 
organs of law and order which have proved effective in keeping 
order between individuals, and a league also that will boldly face 
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the problem of treating intemationaUy those specific problems of 
food, raw materials, shipping, business opportunity, and the 
like which if rightly administered are going to mean bonds of 
common interest and underistanding between the nations and 
greater freedom for the healthy development of business the 
world over, but which if wrongly or weakly administered will mean 
simply the setting of the stage for another war. And that brings 
me to the second observation I want to make. 

Now th^e are certain things like food, shipping, and tariffs, 
which if left for each nation to administer solely upon the basis 
of immediate selfish interest wiU make for friction and discontent 
and drive the same masses into the camp of reckless radicalism. 
Therefore business men are interested in getting a league that 
will insure a treatment of these things that will prevent this. 
Let me discuss these specific matters in turn briefly: 

A Possible Shortage of Sxtfpues 

Food Stuffs. On every hand we find serious students of the 
situation predicting a world shortage of supplies after the war. 
The more farsighted students contend that if the world faces 
famine after the war it will be due not primarily to inadequate 
resources but to the inadequate administration of the world's 
resources. We find, for instance, the memorandum of Inter- 
Allied Labor War Aims declaring that some systematic arrange- 
ment on an international basis, of the distribution of the world's 
foodstuffs, is imperative in order to prevent the most serious 
hardship and even possible famine in one country after another. 
But whatever the cause, — famine, the threat of famine, or even 
the fear of famine, — ^it involves certain serious and far-reaching 
international effects. (I use the word famine in a relative sense 
to indicate a really serious shortage of supplies.) 

A real shortage of necessities in any country will concern every 
country because it will tend to breed revolutionary discontent or 
may even prompt to foreign war the nation that is pinched. The 
real maintenance of lasting peace is finally more dependent upon 
its being seen to that there is such an equitable distribution of the 
supplies of the world among aU nations as will meet their impera- 
tive needs, than upon any piu*ely political or diplomatic arrange- 
ments we may effect. 
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The outlook is that there is but one thing that will effectively 
forestall the threat and consequences of a world shortage of sup- 
pliesy and that is something approaching a cooperative interna- 
tional administration of the world's necessary supplies. I am 
not thinking of any hard and fast international economic gov- 
ernment. I am not thinking of the appointm^it of an economic 
generalissimo. We are not liable to turn the business of the 
world over to a Foch of commerce. I am thinking* however, of 
a certain international arrangement, which the United States is 
in a peculiar position to initiate, under which the total resources 
of the world might be administered in a manner that would best 
speed up the processes of reconstruction, remove the fear of fam- 
ine from the world, allay some of the more patent economic causes 
of revolutionary discontent, and help maintain the peace of the 
world. 

We faced the threat of a shortage of supplies during the war 
but we met it by the common sense action of cooperative inter- 
national administration. A food shortage threatened the Allied 
nations, but each nation appointed its Hoover; they got to- 
gether; result — ^there was' enough food to go around. This prin- 
ciple was increasingly applied to the whole range of the economic 
needs of the nations at war with the Central Powers, until finally 
we achieved a unity of economic administration almost equalling 
the unity of our military administration. This unity of economic 
administration for war time was coordinated with finance through 
the Inter- Allied Finance Commission; with shipping through 
the Inter- Allied Shipping Council; with export and import rela- 
tions through an Inter-Allied Board, made up of representatives 
of our War Trade Board and corresponding bodies in the Allied 
governments. 

In the same way munitions, food, fuel, and other supplies for 
the prosecution of the war were handled by cooperative action. 
We saw admirable results from the international pooling agree- 
ments regarding nitrates, tungsten, tin, and other such com- 
modities. Subordinate to the Inter-Allied Councils, commodity 
committees were organized. Now the result of all this economic 
coordination was that we assured an adequate supply of the mate- 
rials necessary for the war, and succeeded in organising the dis- 
tribution and transportation of these supplies so that the needed 
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materials were in the right place at the right time and in the right 
quantities. 

Raw Materials. In the matter of raw materials it is even more 
apparent that it will not do to leave the placement of raw mate- 
rials to the give alld take of bargaining as in the past, with some 
nations at a decided disadvantage. The getting of raw materials 
is so tied up with internal content and discontent in every nation 
and thereby with the maintenance of lasting peace, that the best 
interests of the whole world demand the existence of some inter- 
national body that shall study the question of raw materials in 
the light of its international implications and see* to it that the 
raw materials of the world are distributed in the manner that 
will best promote the healthy progress and best preserve the peace 
of the world. Lasting peace will be a foolish dream unless every 
free and law-abiding nation can get the raw materials needed for 
subsistence. We may well shudder at the possibilities of inter- 
national friction leading to war latent in an unregulated scramble 
for raw materials in which the rule prevailed of let him get ^o 
can and let him keep who has. 

The Control op Shipping 

Every big sea nation must have its ships, for ships mean not 
only transportation, but they mean that the nation that controls 
sea-transportation will have a very great power to control prices 
at least on raw materials and foodstuffs and eventually if that 
control is not disturbed might control the finances of the worid. 
It seems therefore clear that ocean transportation after the war 
will exert marked influence on prices and is therefore basic in 
any consideration of domestic or world trade. Goods made and 
sold in this coimtry contain in their market prices the costs of 
transportation and generally speaking the market price rises and 
falls in a manner to absorb this cost of transportation while nec- 
essarily diminishing the profit of either the producer or middle 
man. 

On goods we export, however, the market price is boimd to 
accord — if we really succeed in world trade — ^with the world's 
market price, and any excess in the cost of ocean carriage must, 
as a general rule, be deducted from the price the producer is able 
to get. Such deduction under ordinary circumstances affects not 
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only what he exports but also what he sells at home. This means 
that if in peace time the price of wheat at Liverpool is, say, $2 a 
bushel and the cost of transportation to Liverpool is 10 c^its a 
bushel, the seller in this country wiU get about $1.90 per bushel 
for his wheat. If the cost of transportation, however, to Liver- 
pool is 50 cents, the seller in this country will get about $1.50 
per bushel for his wheat. 

Evils similar to these formerly complained of in railroad rates 
may occur in ocean carriage. There may, in the absence of ade- 
quate regulation, occur understanding and combinations leading 
to great shipping trusts which may exert monopoly power. Under 
such conditions rates may tend to create other monopolies of 
bujdng and selling. Ports may, imder such circumstances, be 
unjustly discriminated against and extraordinary speculation in 
prices and conmiodities may be possible. 

The same reasons, therefore, that hold good for the r^ulation 
of railroads by an interstate commerce commission may likewise 
hold good for the r^ulation and control of ocean carriage throu^ 
some international arrangement, say an international commerce 
commission. Such a conunission is to be welcomed, not feared, 
by our business men, including our ship owners. 

Fixed rates that are reasonably profitable for ocean carriage 
will give us what we need most — a dependable basis of calculation 
on which to make offers to buyers in foreign countries and a more 
dependable and consistently profitable business for owners. 

Merchant ships are a part of a nation's defensive power. Until 
the league of nations which we must have has proved its efficiency, 
and until nations are ready to disarm, they will not be ready, if 
they can prevent it, recklessly to turn over their sea transporta- 
tion to another nation. This lesson has been strongly impressed 
on all nations by the war. As a result every nation with sea 
interests will strive for a merchant marine of the biggest size. 
It is inevitable that there will be an over-production of ships— 
that is, the nations will duplicate in shipbuilding and in a few 
years there will be more ships than are actually needed for the 
carrying work of the world. Ships will then become a less desira- 
ble and less profitable investment, and in an effort to adjust mat- 
ters old and bad forms of control and combination may occur. 
Jn any event imder such conditions transportation rates will be 
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^ctremely low at one time and extremely high at other times 
according as the temporary necessity for ship transportation is 
pressing or otherwise. So here again the business-like thing to do 
is to try to foresee what is likely to happen and to work out some 
form of international cooperation that will avoid these dangers. 
Under the conditions the world is facing, if we use our ship 
power regardless of the needs of the other nations, that is, without 
a business-like generous international agreement, we shall not 
only fail to reap the expected advantages from it but we shall 
endanger the peace of the world. More than that, we have won 
our shipping superiority largely while other natioAs were fighting 
our war, and if we use it without regard to the pressing needs of 
those who fought oiur war then we shall be in great danger of 
mulcing the world believe that we were insincere in our statement 
of our war aims — aims for which we were willing to sacrifice the 
lives of our soldiers and for which we should not now hesitate to 
use generously our economic advantages. 

NXCEBSITT FOB INTERNATIONAL CottPBRATION 

It is unnecessary to do more than mention in passing the fric- 
tion that is latent in the tariff question unless we bring the. feder- 
ated and cooperative thought and action of all nations to its solu- 
tion. Now the friction and misunderstanding that will inevita- 
bly grow out of these questions I have mentioned miud, if business 
is to go on profitably in any country, reach a basis of conciliation 
and agreement. Two methods lie open for reaching such agree- 
ments — either the forced bargaining between individual nations * 
or the treatment of them in an international clearing house for 
discussion and adjustment such as a finely conceived league of 
nations can afford. The first is the bungling, slow, costly, and 
finally the disastrous policy. The latter is the method that sound 
business judgment will dictate. This set of considerations alone 
makes a league of nations a matter of business necessity. 

Now the point with which I want to close this discussion is 
this: The emergency demands of the trying years just ahead of 
us will clearly demand such cooperative international action as 
win help maintain the internal content of all nations by assuring 
all nations justice and equality of opportunity for economic devel- 
opment — and just such cooperative international action in mut- 



■^ 



m 



■ \ 



i* 



r'^&J^ 



;•■» 



. 




1 


1 




■ » 


1 1 




• 



■-0 



"{ 



142 The Annaib of the Ahebican Acadebcy 

ters of common economic interest among nations is one of the 
essential features of any league of nations that is to succeed in 
maintaining lasting peace. So if the business men of America, 
with their accustomed breadth of vision and sincere devotion to 
the common welfare of the world, rise to this greatest opportunity 
of their lives and dedicate the business strength of the United 
States to leadership in an international partnership for admin- 
istering the economic necessities and opportunities of the world 
in such a way as to meet the emergency demands of the next few 
years, they will thereby be laying the foundations for what will 
perhaps prove the most important part of the league of nations 
and will make the major contribution to the maintenance of the 
future peace of the world. 

The moral recoil of the world from the horrors of this war, 
joined to the constructive statesmanship of the world, will doubt- 
less bring about some kind of a league of nations to restrain a 
law-breaking and aggressive nation in the future. Shall not 
American business do its part in completing the structure and 
broadening the function of such a league so that it may remove 
the causes of, as well as deal with the occasions for war? 



The World-Wide Trend Toward Cooperation 

By FRANas H. Sisson 

Vice-President of the Ghiaranty Trust Company of New York 

T^T'E alone of all the great nations liave escaped the Uighting 
V ▼ effects of the world war; we alone have emerged bom, 
the struggle stronger than ever industrially, financially and eco- 
nomically. All mankind needs our hdp — not our charity, but 
our cooperation. 

We cannot render the service demanded of us, however, if we 
fail to recognize the fact that whfle it is necessary for the sake of 
national prosperity to remove the coercive restrictions of govern- 
ment control as rapidly as practicable it is equally imperative to 
retain government cooperation with industry, and to preserve 
many elemCTits in the coordination of our varied business interests 
effected by the exigencies of the great crisis through which we 
have just passed. 

The spirit of combination, in fact, is manifest throughout the 
universe. It is exemplified in its larger econonuc and political 
aspects in the movement now under way at the peace conference 
to establish a league of nations. 

Significant Signs Abroad 

This world-wide tendency is nowhere more pronounced than 
in England, France, Belgium and Italy, who bore the brunt of 
the battle for world democracy. 

The British Government is striving by various means to foster 
joint action and cooperation among its industrial elements, as a 
vital reconstruction measure. For instance, the committee ap- 
pointed by the government to investigate the iron and steel trades 
reported that ""we are persuaded that only solidarity of action 
will enable the iron and steel industries of the United Kingdom 
to maintiiin and improve their position in the markets of the 
world. The Committee recommends also that cooperative effort, 
backed where it is found necessary by government support, should 
endeavor to deal with the question of ore supplies." Combina- 
tions are suggested for the purpose of standardizing production 
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and reducing costs. The Committee of Engineering Trades pro- 
poses that English manufacturers work in large units, formed 
either by amalgamations or by joint operations, for the pooling 
of resources and the specializing of production, as w^ as for 
the purchasing of raw materials. The Textile Trades Committee 
recommends that, in view of the modem t^idency toward larger 
units of production and the elimination of econonuc waste and 
inefficiency, there should be combinations or working agreements 
which would avoid duplication of effort and materially decrease 
buying, producing and selling expenses. The English Shipping 
and Shipbuilding Committee has directed attention to the need 
for effective cooperation and coordination among shipbuilders 
and marine engineers. 

To meet the new conditions presented in world trade, the de- 
sirability of concentrating banking credit has long been obvious 
to the bankers of England and, as a result of amalgamations, the 
leading English banks recently showed these huge deposits : 

London City and Midland $1,570»000»000 

lioyda 1»500»000,000 

London County, Westminster & Parr's 1,250,000,000 

Baxday's 1,100,000,000 

Union of England and Smith's 900,000,000 

English bankers and business men believe that, in order for 
them to compete eflFectivdy for the world's trade with other 
countries, this concentration of credit and the extension of branch- 
banking are necessary steps. Without banking leadership foreign 
trade cannot be commanded. The effective use of such powers 
by Germany has taught this lesson. The German banks trading 
abroad not only were usieful financial institutions, but acted as 
information bureaus for their countries, and their work in this field 
was largely responsible for the remarkable development of Ger- 
man overseas' trade. German banks not only established subsidi- 
ary banks, but in many instances obtained controlling interests 
in native institutions, giving them a large measure of command 
of foreign banking transactions. 

Even while fighting with "her back against the wall,*' in the 
dark days of the war when Germany was hurling its hordes against 
the Channel ports, England was forming amalgamations for 
peace business, not only in banking but also in various trades 
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and manufactures. And England is moving toward larger in- 
dustrialy commerical and financial imits because she is impelled 
to do so by the sheer force of circumstances, and has had foresight 
enough to see that only through such means can economies be 
effected which will prove important factors in foreign trade expan- 
sion, as well as in successfully meeting foreign competition in the 
home markets. 

The French Government has created a central purchasing and 
distributing organization to facilitate the reconstruction of devas- 
tated provinces. It is known as the Central Association for the 
Restoration of Industrial Activities in the Invaded Regions. 
This association has formed a central buying agency bearing the 
title of Central Bureau for Industrial Purchases for the Invaded 
R^ons, and the French Chamber of Deputies has voted the 
association a fund of $50,000,000. 

French steel men believe that one of the best ways for America 
to help them is by placing at their disposal, as soon as practicable, 
some tried forms of cooperative selling. The French steel makers 
do not wish to be obliged to obtain prices from several hundred 
American firms, but prefer to obtain them from the representatives 
of groups of manufacturers of steel equipment. These representa- 
tives should be in a position to take the blue prints and specifica- 
tions prepared by the central purchasing office of the French steel 
industry and name prices and dates of delivery on every piece of 
machinery and every pound of material needed to enable the 
French makers to resume the manufacture of steel on the sites of 
their old plants. 

The Society Mineraux et Metaux has sent agents to this coimtry 
to inquire into aU phases of the mining and metallurgical indus- 
tries and to gather data on them, for the purpose of assuming a 
leading rdle in the buying here of lead, copper and zinc for use in 
France. This society has a capital of 10,000,000 francs, and 
represents a cooperative organization of metal interests for the 
purpose of keeping them in contact with the producers of the 
world and fully informed as to statistical data of the mining and 
metallurgical industries. Among its shareholders are twenty- 
six mining or metallurgical companies, representing interests in 
France, Spain, Mexico, Algeria, Tunis, Siberia, Chile, Bolivia, 

Italy and Russia. 
11 
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A central reconstruction purdiasing committee, similar to that 
f onned in France, has been organized in Belgium* And recently 
there was constituted at Milan among the most important firms 
in Italy carrying on an import trade in industrial machinery and 
machine tools from the Allied countries, the. Italian Assodaticm of 
Importers and Merchants. The purpose of this organiauttion, as 
outlined in the statute authorizing it, is the study, protection and 
promotion of all those interests appertaining to the importation 
of the articles m^itioned. 

America's Need For Cooperation 

With preparations such as I have briefly indicated imder way 
in the leading European countries, which are planning to reduce 
their enormous indebtedness by increased exports and decreased 
imports, the American manufacturer and exporter can leadily 
appreciate the fact that they will face the keenest competition 
they have ever experienced, particularly in those markets which 
the war has opened to us. And it should be remembered that 
the productive capacity of the United States has been greatly 
expanded by the necessities of war. One authority has estimated 
that the income of the people of the United States for 1918 totaled 
$7S,400,000,(H)0, as compared with $68,800,000,000 for 1917, and 
$84,800,000,000 for 1913. Unless we are able to maintain the 
trade advantages gained abroad during the last four years, it is 
obvious that we will be confronted with the serious necessity of 
adjusting our productive capacity to a shrinking market. And 
we cannot hope effectively to meet foreign competition unless we 
cooperate as our foreign competitors are doing. 

But we cannot adequately cooperate outside of the United 
States if we are compelled to indulge in costly and wasteful compe- 
tition within our ovm borders. Our existing anti-combination 
legislation, in fact, is not only out-of-date but is a positive menace 
to our industrial and commerical future. We shall deny ourselves 
the full advantages of the Webb Law unless we repeal Hie Sher- 
man Anti-Trust Law. 

Combination in itself does not, and never has, constituted a 
danger to this nation or to any other nation, but through 
ignorant and scheming demagogues, inspired chiefly by political 
ambitions, the American public has come to view any combina- 
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tion of business interests as an incubus, r^ardless of whether such 
a combination makes for the general weal by eliminating economic 
waste; and the public apparently has lost sight of the fact that all 
<x)mbinaiUm8 should be judged by their aperations and purposes. I 
am a firm believer in the regulatory eflScacy of basic economic laws, 
and I have confidence not only in the integrity of the majority of 
our business men, but also credit them with the ability to realize 
that their prosperity is contingent upon the prosperity of the 
general public. 

Let us not forget that England will make heroic efforts to regain 
her former trade and also to capture a large part of that controlled 
by Germany. Her people are united in that ambition, they are 
willing to make the necessary sacrifices to realize it, and, therefore, 
they are in a far better position than we to compete for the trade 
of the wcK'ld. They have the tremendous advantage of lower 
costs, and that applies to all important factors in obtaining and 
holding foreign trade, namely, banking, manufacturing, exporting, 
shipping, and seamen's interests. All those engaged in such 
activities are willing to take a smaller margin of profit than their 
American competitors. They are willing ^*to play the long 
game," so to speak, and it would be difficult to ezaj^erate the 
importance of this advantage to England. 

Comparisons made recently between costs of production in 
this country and its chief competitors are not encouraging. It 
is asserted, in fact, by some of our larger exporters that imless 
they can materially lower their costs of production and delivery 
they cannot hold their ovm in competition with foreign manu- 
facturers. British dealers already have regained a lead in some 
of the more important markets, due to their better preparations 
for after- war conditions; better shipping facilities, lower freight 
rates, especially to the more distant markets — such as South 
America and the East, and to the maintenance]|of better selling or- 
ganizations, even imder the duress of war. And yet the British 
Government believes that it is imperative to reduce costs still 
further, through obtaining greater multiple production in England 
by encouraging amalgamations and combinations among manu- 
facturing, financial and shipping interestst 

Under our present laws it is impossible for an American ship to 
carry cargo as cheaply as ^ Britidi or Japanese vessel, due to the 
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high cost of operation. Whether our government will enact 
laws that will enable our ships to meet this situation remams to 
be seen. It is certain that our maritime interests will not attempt 
to operate any of the new vessels for their own account under the 
present laws, for British and Japanese owners can under-bid 
them every time because the British and Japanese laws are not 
so drastic as our own. Meanwhile we shall continue to pay 
heavy tribute to England in the form of ocean-freight tariffs. 

Need for Government Cooperation 

It would appear to be clear, even from a cursory consideration 
of the subject such as this, that we are urgently in need of coopera- 
tion, not only among our industrial, commercial, transportation 
and financial interests, but also between the government and 
these important elements in our economic life. The most vital 
problem confronting business, indeed, is that regarding the rela- 
tions which shall be established in the immediate future between 
the government and industry. 

Stringent government control in peace times would certainly 
constitute a deadly menace to comimercial and industrial interests. 
It would stifle competition, undermine ambition, and discourage 
initiative. It would offer no incentive to high endeavor. A rea- 
sonable protection of the public welfare by the exercise of a proper 
cooperation on the part of the government is quite another matter. 
That would not result in a repression of business, but rather in 
a relationship under which industrial concerns would remain in 
private hands; competition that causes economic waste would be 
eliminated; and capital and labor would each prosper in propor- 
tion to its respective contribution to national production,^and in 
proportion to the public interest served. 

Under such a system we should, indeed, have national recon- 
struction — reconstruction which would create understanding and 
recognition of sound principles and methods, a high sense of 
justice and fairness, and a general cooperation for the best results 
attainable for all concerned and for the nation, which has a new 
and great part to play in world affairs. It would dispel the over- 
hanging menace of impractical idealism which exists at Washing- 
ton, and to some extent elsewhere, and of which business men 
must take cognizance. The obvious intention on the part of 
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some to force government ownership of transportation and wires, 
if possible* and the annoimcement of a policy of philanthropic 
restraint in foreign trade, are but straws indicating the direction 
of the wind. In pm'snit of such economic will-o'-the-wisps, some 
minds are led astray and would lure us into the bogs of Bol- 
shevism. The facts of human experience and human nature 
have always proved a safer basis for human relations than the 
tissue of dreams or the visions of what ought to be. Justice and 
fair dealing are not impossible in a world of sound economics, and 
these standards furnish us a sounder platform than parlor social- 
ism or political expediency. If the spirit of common equity and 
reason can pervade government bureau and legislative hall, as 
well as business office and bank, we may hope for a readjustment 
to the conditions of peace which will bring prosperity to our ovm 
people of all classes, and render useful service to the entire world. 



Combinations for Export Under the Webb Act 

By Joseph E. Davies 

Attomey-at-Lawy and former Chairman of the Federal Trade Commision 

nPHE report of the Federal Trade Commission on Cooperation 
^ in Foreign Trade was issued on the thirtieth day of Jmie, 
nineteen himdred and sixteen. The commission recommended 
that legislation be enacted to permit combinations solely for ex- 
port trade, in order to remove existing doubt as to the l^ality of 
such organizations under the Sherman Law. 

Pbovibionb op the Webb Act 

Largely as a result of this recommendation, the Webb Bill 
passed the House of Representatives on September 2, 1916. 
The original House bill contained two clauses that negatived the 
purposes of the bill. It was provided that export trade should not 
'"be deemed to include the production, manufactiu^, trading in or 
marketing trithin the United States or any territory thereof, of sudi 
goods, wares or merchandise or any act in the course of sudi 
production or manufactiu^." Again it was provided that sudi 
action should be confined to such as **does not restrain the ex- 
port trade of the United States." It would be manifestly im- 
possible to obtain goods for export in the United States unless the 
organization were to trade or market in the United States. Fur- 
ther, it would appear that such a combination to be effective 
must '"restrain export trade." The bill did not pass the 64th 
Congress. 

The bill was, however, passed by the 65th Congress and ap- 
proved April 10, 1918, with the objectionable features eliminated. 
In general terms, the act as finally adopted declared that nothing 
contained in the Sherman Law should be construed as making 
illegal a combination entered into for the solfe purpose of engaging 
in export trade or acts in f lU'therance thereof providing there were 
no resulting restraints of domestic trade, or of the export trade of 
a domestic competitor, nor any act of any kind whatsoever which 
artificially or intentionaUy enhanced or depressed prices, sub- 
stantially lessened competition or otherwise restrained trade in 
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the United States. The prohibition of Section 7 of the Clayton 
Act, prdiibiting certain intercorporate stock holdings, was lifted 
so far as the acquisition of stock in such an export combination 
was concerned, if no domestic restraint of trade resulted. The 
prevention of unfair methods of competition in export trade 
against competitors engaged in export trade was vested in the 
Federal Trade Commission, even though such methods were em- 
ployed without the territorial jurisdiction of the United States, 
as was also the general administrative supervision of the pro- 
visions of the act. The public records of the commission, con- 
sisting of the articles of incorporation and by-laws of the various 
combinations, show that American business men have been 
prompt to avail themselves of the provisions of the law. 



Up to this date of writing, the state- 
ments required by this law have been 
filed by the following organisations: 

Allied Construction Machinery Cor- 
poration 

Allied Machineiy Co. of America 

Allied Iff grs. Export Corp. 

Allied Sugar Machinery Corporatioo 

American International Steel Corpora- 
tion 

American Paper Exports, Inc. 

American Parchment Export Co. 

American Sted Export Co. 

American Sted Export Co.'s Brasilian 
CorjMntioin 

American Webbing Manufacturing 
Export Corp. 

Amsinck & Co., G. of Mexico, Inc. 

Automotive Products Corporation 

Copper Export Assn., Inc. 

Cosmo Trading Co. 

CruB (Iiic) F. 

Cranx Importing Co., F. E. 

DeooCo. 

Deister Miners Supply Co. 

DeLima, Correa & Cortissoz, Inc. 

I>odge & Seymour and 

Dodge & Seymour (China, Ltd.) a 
suhsidiarv .comnanv 



Douglas Fir Exploitation & Export 

Company 
Dunnellon Phosphate Co. (The) 
European & Far-Eastern Sales Co. 

(Inc.) 
Export Trade Association (Inc.) 
Factory Products Eq[X)rt Corporation 
Fajardo Bros. & Co. (Inc.) 
Franklin International Corp. 
Galban Noecker & Co. (Inc.) 
Galena Signal Oil Co. of Brazil 
Hari>er & Co., Locke T. 
Herzberg & Son, B. 
Holsam Co. (Inc.) 
International Clearing House of New 

York (Inc.) 
Levy Co. Inc., A. A. 
Manufacturers Agents Co. (Inc.) 
Markt & Hammacher Co. 
Markt & Schaefer Co. 
Maxim Munitions Coiporation 
Mexican Importing & Exporting Cor» 

poration 
M. P. Trading Co. Inc. 
Muller, Maclean & Co. (Inc.) 
Pan-American Exporters, Inc. 
Parsons & Whittemore (Inc.) 
Redwood Export Co. 
Semtec (Ltd.) 
Simmons Co., Thomas W. 
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Southern Products Co. United States Handle Export Ca 

Sparks & Co., W. J. U. S. Ofiaoe Equipment Export Assn. 

Strong & Trowbridge Co. United States Paper Export Associs- 

Sydney Ross Co. tion 

Texas Co. (South America) (Ltd.) Zaldo & Martines Export Co. Inc. 
The Zoceola Co. (Inc.) 

An examination of the charters filed would indicate that a great 
many, perhaps a majority of the combinations covered by them, 
have not complied with the act inasmuch as they are not soldy 
engaged in exporting from the United States to foreign nati(»is as 
the act requires. 

It appears that export houses engaged in import as well as ex- 
port trade seem to have found difficulty with the provision of the 
law which makes it apply solely to combinations for export 
Many export houses, it would also appear, have filed reports out of 
an excess of caution in the fear of the penalty imposed by Section 
5 of the act. 

Since the passage of the act, the associations which have at- 
tempted to qualify under its terms for the most part have been 
in the corporate form. There are some few instances, however, 
of those who have merely combined, by contract or otherwise, 
under the terms of the law as ''two or more persons, partnerships 
or corporations." While statements filed, generally speaking, 
have been designed to comply with the act, it is an interesting 
fact that by far the majority have failed to get completely within 
the terms of the act in that they have been organized for purposes 
in business other than that of solely engaging in exporting from 
the United States.^ This is particularly si^iificant, for imless 
they axe formed under the express provision of the law, soldy 
for export irade^ they acquire no protection and are amenable to 
the provision of both the Sherman Law as to restraints of trade, 
or conspiracies to monopolize, and as well to Section 7 of the 
Clayton Law, forbidding interlocking stock ownership, as pro- 
vided therein. 

Salient Features of Typical Orgamizations 

It may be of interest to note some of the salient features of some 
of these typical associations. The capital authorizations vary as 

1 Sm Annual Rgport Federal Trade Commiuum 1918. p. 40. 
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do also the requirements as to the amounts to be paid in under 
the charter as a prerequisite to doing business. The following 
are typical: 

Aidhoriaed ToUd Ami. With Which 
CapUal Stock Begun Burinct9 

Allied Sugar Machinery Corporation $200,000 $2 JOO 

American Steel Exports 500,000 2,000 

Douglas Fir Exploitation & Export Co 200,000 Has been in business 

several years 

Manufacturers Agents Co. Inc 2,000,000 maximum 

200,000 minimum 

American Paper Exports 1,500,000 800,000 

Automotive Products Corp 500,000 

American International Steel Corporation . 1,000,000 2,000 

Stock and Voting Power. The voting power of the stock of 
these organizations varies. Some give to each share of stock one 
vote. Others provide that voting power shall accrue alike to each 
stockholder r^ardless of the amount of stock owned. Still others 
base the control and voting power upon the proportion of produc- 
tion of each member the preceding year, or on combined considera- 
tions of proportionate production and stock ownership. 

Limitations on Membership. There are also varying provisions 
with reference to eligibility for membership. Some of the or- 
ganizations, such as the Copper Export Association, Inc., open 
their membership to all producers. Others limit membership 
to manufacturers or distributors of a certain class or of a certain 
territory; while still others prescribe that no other members shall 
be admitted except upon consent of the original signatories, who 
prescribe the terms of admission. 

lAmHation to Prevent Single Control. In order to prevent 
control of the association through the acquisition of stock by any 
one member, one lumber export association has made the following 
provision: 

AH of the stodc owned by the stockholders in this corporation other than one 
share each, to be hdd by the stock trustees of this corporation, shall be assigned 
to and held in trust by the stock trustee or trustees whose power to sell and dis- 
pose of such capital stock so held in trust shall be limited to sales thereof to legiti- 
mate manufacturers of lumber on the Pacific Coast only, and such sales shall 
be further restricted so that no one manufacturer individually or through affili- 
ated interests shall ever become a majority owner or holder or be able to execdse 
a dominating control of the capital stock of this coiporation. Whenever any 
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penon, firm or ooiponttioii iball make applkstioa to become a stoddiolder in 
thie corporatioiD and to purchase one or more shares ol its capital stock and mA 
i4>pticat]oii is approved by the Board of Trustees or such nrrnimitft^ or officer as 
it shall thereunto authorise^ a share or shares of the stock so held by such trustee 
or trustees shall be cancelled and a like number of shares in lieu thereof issued to 
such purchaser who shall forthwith endorse and deliver the same to said stock 
trustee or trustees to be held with like stock by such stock trustee or trustees. 
No sales or transfers of the capital stock of this coixxxration to any other than an 
actual manufacturer of lumber on the Pacific Coast shall be valid and in case of 
the death of any stockholder or the dissolutiim of any corporate stockholders or 
the insolvency or bankruptcy of any suck stockholders or in case any stockholder 
voluntarily for a period of one year cease to continue in the manufacture of 
lumber, then and in that event this corporation shall have the right to call in, 
retire and cancel the capital stock so held by such stockholder upon payment 
to the heirs, executors, trustees or successors in interest of such person or cor- 
poration to an amount equal to the par value but not *»»w*^^»g the par value of 
such stock. 

Manner of Making Sales. Differing methods of mjilmig sales 
have been adopted, usually depending upon the intent of the or- 
ganization as to whether it shall be purely cooperative on an ex- 
pense basis only or whether it is designed to produce profit for the 
exporting corporation. One organization provides that all the 
foreign business of its members shall go through the association, 
invoices to be charged to the association and by it cljprged to the 
foreign piu'chasers, collected from them and when collected paid 
back to the proper party, minus a fixed percentage to be agreed 
upon from time to time suflBcient to approximately cover the cost 
of carrying on the association. The cost of carrying on the asso- 
ciation is to be prorated among members on the volume of sales 
of each party through the association, bad debts being treated as 
joint expenses. Funds are advanced by each member on which 
they are entitled to charge interest at 6 per cent until the proper 
adjustment can be made, this interest being recognized as part of 
the expense of the association. 

Another association provides that its board of directors shall 
fix a minimum price for export sales. The executive committee 
then makes quotations within its discretion but not below this 
minimum price. The association receives S per cent on the 
amoimt of the sale from the mill accepting the order, such com- 
mission being known as a ''flat brokerage" and is entitled to a 
further ''overage brokerage" of one-half of the difference between 
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the price quoted by the member mill and the price at which the 
product is sold to the customer. The flat brokerage is to be 
paid ninety days after the shipping date of the order whether or 
not shipped, and the overage brokerage fifteen days after the due 
date of the invoice. Each member quoting includes the flat 
brokerage in his quotation. 

Still another export association guarantees payment of all ac- 
counts sold by it and agrees to i>ay the manufacturer upon receipt 
of settlement from the customer, in any event not later than ten 
days from the date of receipt by the company at its office of com- 
plete shipping documents, the company deducting its commission 
which is 2§ per cent of the F. A. S. mill value. A portion of this 
conmiission is to be spent in developing and increasing export 
trade. Others are to be assigned on the basis of quotas deter- 
mined by the board of trustees. All export sales are to be made 
exclusively through the company. Orders assigned to a manu- 
facturer are to be considered accepted unless objection is filed 
within five days from date of order. Contracts containing the 
above provisions are made for one year continuing in force there- 
after unless terminated by ninety days' notice. Disagreements 
are to be decided by a two-thirds vote of the board of trustees. 

Penalties and SetUements of Disputes. Provision is made quite 
commonly that failure to perform on the part of members shaU be 
subject to penalty and that disputes shall be determined by the 
board of directors. Thus one association makes provision that 
in the event of the failure of a stockholder to observe and comply 
with the requirements and the conditions of the by-laws of any 
requirements of the board of trustees adopted in pursuance thereof 
or to carry out any provision or agreements of the contracts eft to 
discharge any obligation to it, the board of trustees may repay or 
tender the stockholder the book value not exceeding the par 
value of said capital stock, less any indebtedness owing to the 
corporation by said stockholders, and may thereupon cancel said 
stock and re^issue said shares of stock either to the stock trustee or 
trustees hdd by said trustee of stock or to some person, firm or 
corporation who may become a stockholder in the corporation. 
In the event of the cancellation of the shares of stock it is provided 
that all right and interest of the original holder in and to the 
shares of stock shaU immediately cease and determine and the 
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same shall be forfeited to the corporation. Another provides that 
if a member is unable to make delivery as agreed and an extension 
of delivery is not satisfactory to the vendee, the corporaticm may 
cancel the purchase and place the order with another member mill 
at prices, terms, etc., not exceeding those of the original sale. 
The original mill must under such circumstances pay one-half of 
the flat brokerage, the new mill paying the regular brokerages the 
same as if the order were received originally by it. In case of un- 
reasonable default in delivery, a member is not entitled to further 
orders until the delinquency is made good. 

Division of Proifiis. Provisions with reference to the payment 
of dividends upon the stock vary, dependent upon whether the 
purpose of the association's activities are to bring profits to its 
membership apart from the organization or to declare the same in 
dividends to stockholders. 

The Douglas Fir Exploitation & Export Company provides that 
the board of trustees may declare dividends out of the surplus 
profits whenever deemed advisable but such dividends shall be 
limited to 7 per cent per annum upon the capital stock actually 
paid in. All surplus earnings after payment of operating expenses 
and the creation of a fund to meet estimated business losses and 
the payment of the 7 per cent dividend, are to be devoted to ways 
and means of increasing and extending foreign trade in Pacific 
Coast forest products provided, however, that the board of trustees 
may in their judgment create a fund for repaying the principal of 
the capital stock subscribed for in the corporation to the company 
so subscribing and paying to the said subscribers and their suc- 
cessors in interest. 

The Manufacturers Agent9 Company, Inc., provides that the 
board of directors may fix the sum reserved as working capital 
and determine what part of the accumulated profits shall be de- 
clared in dividends to the stockholders and also determine the 
use of any surplus or net profits over and above the capital stock 
paid in. 

The American International Steel Corporation provides that the 
board of directors may declare dividends out of the surplus or net 
profits at such times as they may determine and before payment of 
any dividends they may set aside out of the surplus or net profits 
such amounts as they think proper as a reserve to meet contin- 
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gencies or for equalizing dividends or for any other purposes 
deemed beneficial to the interest of the corporation. 

The Copper Exports Association, Inc., provides that cumula* 
live dividends at the rate of 7 per cent per annum and no more 
shall be paid on the preferred stock but none on the common 
having no par value of which each member is to have one share. 
Before declaring any dividends, the directors may reserve out of 
accimiulated profits such sum or sums as they deem proper for a 
reserve fund to meet contingencies or for other purposes they 
think conducive to the interests of the association. 

The Future of Combinations for Export 

What the actual results from these organizations may be» it is 
too early to predict. The intensity of the nation's effort in the 
winning of the war, the scarcity of shipping tonnage for commer- 
cial use, the disruption of channels of international commerce* 
are all still felt; and operations planned are scarcely under way. 
The limitations in the law itself in the provision tiiat makes these 
associations apply solely to export trade also tend to impede the 
most rapid progress, as most enterprises can be most effectively 
conducted by the int^ration of import with export. The pro- 
visions of the act in the public interest looking to the protection of 
the domestic consumer within our own territorial limits from the 
effect of these associations must also be closely scrutinized in the 
planning for foreign markets. Unfair methods of competition are 
inveighed against by the law in foreign commerce even though 
projected beyond our territorial boundaries, if inimical to domes- 
tic producers in the same manner as they are prohibited by the 
Federal Trade Conmiission Act, in interstate commerce. These 
provisions aU call for careful scrutiny and judgment in the plan- 
ning as well as in the projection of these enterprises. 

An export agreement among western fir producers prior to the 
passage of the Webb Act proved highly profitable in increasing 
output and receipts, and it may be expected that similar results 
will accrue under these more favorable conditions. Conditions, 
obtaining in foreign parts, which brought about combined pur- 
chases there as against competitive sellers from the United States 
may perhaps be fairly expected to be offset by these organizations 
of sellers. 




158 The Annaib of the Aherigan Academy 

One of the distinctive featured of international conuneiml 
rivalry prior to the war was the existence of the cartel, the comp- 
toir and the "ring" — which gave great advantages to our com- 
petitors in the world's markets, certainly as against the smaller 
manufacturers who could not afford the hazard of foreign mar- 
kets, with attendant overhead expoise, credit risk and extended 
organizations. It may be that these organizations in modified 
form will be supplemented in some fields by government monop- 
olies. If that be the development, it will probably be through 
stfll further extension of the principle of the Webb Act that we 
will be enabled to hold our own in the markets of the world. 



The Trade Association as a Factor in 

Reconstruction 

By Frankun D. Jones 

Counsellor at Law, Washington, D. C. 

/^NE of the basic changes arising out of the war the world 
^^ over has been the far-reaching ccmtrol of industry by 
government. In our own country, the business man during the 
war has in a large measure had the conduct of his business taken 
from him throuygh government control of raw materials, fuel, 
transportation, distribution, prices and capital. The heavy and 
sometimes dumsy hand of federal regulation has been felt by 
every manufacturer and tradesman. Competition in many in- 
dustries has been paralyzed. 

The first step in reconstruction is the restoration of open and 
wholesome competitive conditions. In oiu* own coimtry, happily, 
economic and political thought in the main favors it and govern- 
mental action is already directed to that end. Industrial democ- 
racy giving to every man the opportunity to win business success 
on merit and efficiency is stfll to be the purpose of government 
r^ulation. Monopoly and combinations in restraint of trade 
are still taboo, not only for their inherent viciousness but because 
their inevitable effect when consciousness of power is increasing 
m the great groups of our citizenry is to lead to socialism. If 
industrial power becomes too greatly centralized, the people as 
the possessors of sovereignty, — as the last and ultimate authority, 
—will either exercise a control as heavy as that felt during the 
war or take possession for themselves. It is vitally to the inter- 
est of industry, therefore, that competition free, fair and unre- 
stricted be reestablished. Just as the trade associations, through 
their war service committees, rendered invaluable service to the 
government and their industries diu'ing the period of government 
control, so now they can become a great and constructive factor 
in the maintenance of competition. 

Unfortunately the trade association of the past has concerned 
itself largely with such matters as control of prices, curtailment of 
production, or division of territory, and in so doing has run 
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afoul of tiie law. Yet its action only too often arose from the 
sheer desperation of its members over conditions which threatened 
the ruin of the industry. Competition was blind. Manufac- 
turers were selling by guess work. Secrecy and bitter trade 
enmities were the rule. As a result, some industries were in a 
state of chronic and chaotic disorganization. ' Manufactures 
inveighed against such conditions as the result of a competitive 
system forced upon them by ihe law. Such conditions, on the 
contrary, were wellnigh as foreign to a status of f ahr, wholesome 
competition which the law seeks to preserve, as the monopoly 
which it endeavors to prevent. The government was partly to 
blame for this situation, as it devoted its efforts largely to the 
prevention of monopoly without seeking to strike at all its causes. 
The Federal TVade Commission, however, promises to became a 
great factor not only in the prevention of improper restraints 
upon competition but also in the elimination of the unhealthy 
and unsound conditions of competition which breed the restraints. 
But great changes are seldom superimposed. The democratic, 
individualistic spirit of the bulk of American business men, find- 
ing its expression through the working oi^anizations of their 
industries, the trade associations, can and ought to demand that 
American industry be placed upon an efficient, healthy, compet- 
itive basis in the period of readjustment ahead. In so doing, they 
will fight for individual opportunity and against socialism which 
is the sure offspring of centralized industrial power. Tlie trade 
association can become a great force working for industrial 
democracy, yet bringing to the manufacturer enduring fiTumrial 
benefits which in the long run outweigh the danger and uncertain- 
ties of the use of practices counter to the spirit, if not in violation 
of the law. 

Elimination of Secrect 

Secrecy in competition has always fostered unhealthy condi- 
tions. It has denied to every business man the facts upon which 
he can guide his business efficientiy. Without the facts as to 
prices and production conditions, he has been forced to carry on 
blindly, the easy prey of buyers who desired to play the jealousies 
and suspicions of competitors against each other. Instead of 
facts, he has had a tangled mass of rumors, hearsay statements 
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and partial data from which to attempt to draw the truth. 
Price discriminations in violation of the law are almost inevitable 
under such conditions. Ill-will between buyer and seller are a sure 
result. As a result prices in more than one industry have gone 
to niinous levels, and competitors have adopted such trouble- 
making and perilous expedients as gentlemen's agreements. Yet 
much of this could have been avoided by a frank, open exchange 
of information. 

It would be the ideal plan were the government to collect and 
disseminate figures as to prices and production both because the 
authenticity of the data would be more certain and the possibility 
of its misuse eliminated. Such a system was at one time con- 
templated by the Federal Trade Commission. The Department 
of Agricultiu'e already furnishes such a service to growers. But 
in the absence of governmental action, the trade association can 
be the vehicle by which the same result can be accomplished. 
The history of some twenty or more trade associations within 
the past few years has clearly demonstrated that manufacturers 
through their association organization can exchange information 
as to their prices and their production so that every manufacturer 
can have facts instead of suspicions upon which to base his in- 
dependent competitive policy absolutely free from any concert 
of action within the condemnation of the law. 

During the next year or two of readjustment involving sudden 
and radical changes, a knowledge of facts will be vital. Figures 
on production, sales, prices, and demand conditions can be and 
have been compiled in weekly or monthly reports to members 
and basic facts prevailing in the industry summarized for the 
benefit of the business man. The inevitable effects of such a 
system is to tend to create more stability in price and more 
normal conditions generally in the industry. It eliminates the 
disastrous competition arising from distrust or guesswork and 
supplants it with straight business competition based on facts. 
It creates the status of competition the law is designed to protect 
and removes in large measure the danger of monopoly. Unfor- 
tunately the business man who makes a fetish of so-called business 
secrets, fails to appreciate the advantages following from such a 
policy and by his refusal to cooperate creates the conditions he 
is first to denounce. 
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Cost Accounting and Unfair Practice 

Not all ruinous competition, however, is the result of secrecy 
in trade. A good part of it springs from ignorance. The manu- 
facturer who does not know his costs and who sells by guess work 
is a dangerous element in his industry because his sales policy 
can sometimes force an entire industry into selling its output at 
ruinous levels. Selling below cost is recognized as an unfair 
method of competition. Trade associations in cooperation with 
the Federal TVade Commission have already made tremendous 
strides in impressing on their members the necessity of knowing 
their costs. But it is a work which must constantly be kept up 
if competition is not to sink back into the old ways. 
. The trade association, by persuading each of its members to 
install methods whereby he may know what he can, from a sound 
business standpoint, do to meet competition, will have gone a 
long way toward maintaining that status of competition which the 
law encoiu'ages. The action of the Reconstruction Congress of 
American Industries at Atlantic City in December of last year, 
in adopting resolutions favoring the adoption of uniform cost 
accounting in every industry in the country, emphasizes the great 
importance of cost accounting as a factor in stabilizing industry. 
But uniform cost accounting should be very carefully distinguished 
from imiform costs. The association which engages in the latter 
is restricting competition and will inevitably come into collision 
with the law. 

Unfair methods of competition have long been recognized as 
the favorite weapon of those aspiring to monopoly. Such 
methods are now expressly prohibited by the Federal Trade 
Commission Act. In many industries today there are question- 
able practices in use, some of them carried down through the 
years and often forced upon the industry by the action of the 
minority of its members. Such practices can be eliminated only 
by the united action of an association acting if necessary in coop- 
eration with the Federal Trade Commission. 

Secret commissions, misbranding, bribery and the like are 
typical. In one industry, secret commissions to buyers have in 
some instances within the past few months been given to an 
amount equaling 20 per cent of the value of the sale. Obviously 
such a practice forces high prices or inferior goods on the public, 
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demoralizes the trade and prejudices the best interests ol>the 
industry and of the public. The trade association offers the 
machinery for the elimination of such practices. And is it not 
far better for an industry to do this itself than to be forced to do 
so through hostile actions by the government? All it takes is a 
little give and take, a little belief in each other and an elimination 
of the old spirit of secret, unfair competition. The National 
Varnish Manufacturers Association and the Paint Manufacturers 
Association of the United States acting together, for example, 
have established an unfair competition bureau which within a 
year has dcme really remarkable work in ridding the industry of 
the practice of paying secret commissions to buyers, a practice 
which had been forced on the entire industry by the action of 
some of the trade. The National Association of Printing Ink 
Makers has maintained a similar bureau. The Silk Association 
of America has done much in eliminating misbranding in the silk 
trade. 

Efficiency in Prodxtction 

Aside from any question of the perpetuation of competitive 
conditions in trade, it is beyond dispute that American industry 
must direct its efforts towards securing the greatest possible 
efficiency in production and distribution. Considerations of 
world competition as well as domestic conditions demand it. In 
some industries, the small manufacturer has not the capital to 
maintain the most efficient standards of production. To him in 
particular there is an increasing need for the cooperative action 
which the trade association can furnish. 

Probably no one factor enters so directly into a determination 
of efficiency in production as labor costs. Labor with a growing 
class consdousness is demanding new rights or privUeges. The 
rising standards of wages and living in the old world remove the 
obstacle to broad spirited constructive action on the part of 
capital. The new republic, Czecho-Slovakia, has already adopted 
a law for an eight-hour day and insurance against unemployment. 
The wage scales in England and France have increased tremen- 
dously. Strikes are occiuring the world over for an eight-hour 
day. To American industry, the situation is at once a warning 
and an opportunity. Without the fear of low priced foreign com- 
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petition^ the American manufacturer can better the working 
and living conditions of his employes, and from satisfied workers 
secure a maximum production. 

The seriousness of the labor problem demands the united con- 
sideration of leaders of American industry. The trade association 
can be the agency through which the problem is worked out con- 
structively in each industry. It is the organization of an indus- 
try. The experience of its members with successful profit-sharing 
plans, bonus systems, housing plans, and other measures to im- 
prove the living and working conditions of labor, can be made 
mutually available, and problems peculiar to the industry can be 
given scientific study. 

The trade association could perform no greater service than m 
dispelling the old feeling of hostility and replacing it with a feeling 
of trust and cooperation between labor and capital, which alone 
wiU make for the most efficient production. It will require the 
diplomaey> the powers of head and heart of the leaders of the 
industries whose united judgment should be placed at the dis- 
posal of their industries through their organization, the trade 
association. 

Scientific Research 

In America, only the great corporations have been able to 
indulge in the expense of laboratories and reseat^. The small 
manufacturer by reason of this fact has been greatly handicapped 
in competition. In France, the trade associations (Syndicate 
Patronaux) support lecture courses and professional schools, 
maintain laboratories and issue prizes for valuable research work 
done. Among trade associations in this country, particularly 
those containing the small independent manufacturers in their 
membership, similar action would be of tremendous value. Scien- 
tific research has not only aided, it has created new industries 
during the war. 

A very few associations, among which may be mentioned the 
National Canners Association, the Paint Manufacturers Associa- 
tion of the United States and the National Association of Tanners, 
have each established cooperative laboratories to their great 
benefit. If such an institution is impracticable in a particular 
industry, at least fellowships can be established in the universi- 
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ties for special research in the problems of the particular industry. \ 

The University of Pittsburgh has a special organization for con- | 

ducting research work for trade associations. Associations may [ | 

also utilize the existing laboratories of the government such as 
the Bureau of Standards and the Bureau of Mines, and by their 
united action endeavor to secure legislation looking to the estab- 
lishment of a great national laboratory such as that for which the 
government of England is making provision. 

Such a laboratory would be of inestimable service to the small 
manufacturer. One of the foremost activities of Germany lead- 
ing to her great industrial development was her intense interest 
in industrial research. American industry, if it is to do more than 
follow other nations, must develop vigorously this phase of its 
activities. In this movement, the trade association can lead by 
unifying and organizing trade sentiment in each industry. 

Elimination op Waste 

We have now reached the state in national development where 
we should carefully husband our resources. Some trade associa- 
tions have already taken important action in this direction. Just 
before the war, an association of steel manufacturers employed 
an expert to devote his whole time to searching out and eliminat- 
ing waste in their respective plants. In every industry, there are 
methods costly and wasteful in operation. In one it may be an 
over-extension of the idea of service; in another the use of an 
excessive number of grades and sizes; in another a lack of co5r- 
dinated information on credits; in another an extravagent use of 
samples. 

The work done by the Commercial Economy Board under the 
Council of National Defense during the war shows the possibili- 
ties of standardization and economy. It has been estimated 
that this board, cooperating with the clothing trade, has saved 
nearly two million yards of cloth by the reduction of size of sam- 
ples alone. The implement industry and the wagon industry 
have made great savings through the adoption of standard types. 
The sure effect of the successful adoption of such methods is to 
reduce the capital investment in raw materials and finished prod- 
ucts and to free the manufacturer's capital for productive pur- 
poses. The mutual exchange of information as to wastes, methods 
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of correcting them and their study by experts can be accomplished 
by an association at little expense and with lasting benefits to its 
members. 

EnucATioNAii Work and Legdsmtion 

Education of the public and of the trade reacts most favor- 
ably on an industry. In recent years, trade associations have 
just begun to appreciate the benefit of publicity. The growers of 
California and Florida, the Portland Cement Association and 
several of the lumber associations have spent many valuable page 
adv^tisements in introducing the public to the associations and 
the uses, old and new, for their products. Here is a great field 
for the trade association, scarcely touched as yet, for increasing 
demand and secm^ing the volume which makes for lower prices 
and the development of the industry. There is a competition 
between industries just as vigorous as competition between indi- 
viduals in which co5perative advertising can become a great force. 

At least one association, the National Wholesale Grocers Asso- 
ciation, has also adopted the long-sighted policy of educating the 
customers of its members on the use of more efficient trade methods. 
It has distributed thousands of pamphlets among retailers dealing 
with such subjects as, for example, the care of perishable foods. 
Increase in efficiency of any of the factors of distribution will 
inevitably redound to the benefit of the entire industry, and it is 
a work the trade association can well undertake. 

The next few years will see legislation of the utmost importance 
under consideration. The business man has been prone to cen- 
sm^e Congress for passing laws affecting him, but often he has 
made no effort to present facts as to the proposed legislation to 
the proper authorities in an effective way. Legislation yearly is 
being enacted on such subjects as taxation, tariffs, workmens' 
compensation and the like. With the whole world in readjust- 
ment and reconstruction it becomes vitally necessary to the 
business man to be organized to protect his interests in no 
haphazard way. The trade association representing the inter- 
ests of a single entire industry is the ideal agency through which 
the business man may make his infiuence felt on l^islation. The 
trade association need not be, and it is far better that it should 
not be a lobbying agency. The day of the lobbyist is gone for- 
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ever. An association can with much more effectiveness be the 
means through which facts can be compiled, organized in a com- 
prehensive way and presented to the authorities in such a manner 
as to comi>el interest and attention. Such a course will make 
certain a consideration of the interests of the industry as they 
relate to pending legislation. 

FoBEiGN Tbabe 

The great increase of productive capacity in this country has 
made essential a permanent substantial addition to our foreign 
trade. Heretofore, the products of American industry in the 
main did not greatly exceed domestic demands but in many indus^ 
tries at present, war demands have resulted in the development 
of production which America cannot possibly absorb. In such a 
situation, an increased foreign trade is vital. 

As soon as the American leaves his country's borders to engage 
in world trade, a new condition of things confronts him. He 
faces mass competiticm, — ^the fight of industrial interests of one 
nation against another. The industries of Germany have for a 
number of years been united into effective organizations called 
cartels, controlling production and prices. France has comptoirs, 
or great central selling agencies for her industries. Japan, during 
the war, has been forming similar export combinations and the 
Board of Trade of England has for two years or more been urging 
the formation by British manufacturers of the same type of organ- 
ization for British foreign trade. In some industries before the 
war, great international combinations dividing territories and 
controlling prices had been formed. Competition in foreign 
fields is truly international and due to the absence of any effective 
regulation by an international body, it is apt to be hard hitting 
and not always honorable and fair. 

Against such competition every American industry should pre- 
sent a united front. The trade association offers the organization 
through which this can be largely accomplished, provided Ameri- 
can exporters can submerge their individualism and appreciate 
the importance of cooperative action in furthering the national 
interests of their industry. The government has given its coop- 
eration by the passage of the Webb Act which permits with few 
restrictions the formation of associations or combinations solely 
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for export trade. Every trade association should study condi- 
tions to determine whether an organization of such an export com- 
bination among its members is practicable. Great American 
corporations do not need the help afforded by it but to the small 
manufacturer it gives an opportunity to enter effectively into 
foreign trade and thereby to secure the stabilizing effect of diver- 
sified demand with the utmost economy of operation. AJready 
a considerable number of such export associations have been 
formed. The copper, lumber, paper and steel industries have 
already been organized. The privileges to combine for export 
trade permitted by the act are not limited to manufacturers, and 
other agencies are taking advantage of them. In the lumber 
industry, the wholesale distributors are forming an export cor- 
poration. 

Aside from assisting in the creation of strong organizations for 
foreign trade, the association can assist in many other ways. It 
has the working machinery for cooperating with government 
departments in disseminating literature of the departments rela- 
tive to foreign trade problems. It can aid; through publicity, in 
the elimination of trade abuses or faulty methods which hamper 
American trade abroad. It can help in bringing about the fixing 
of standards of quality for articles for export trade, just as the 
various trade organizations of Japan are now co5perating with 
the government in the maintenance of definite export standards 
in some of her industries. Associations, too, can establish direct 
personal relationship with the business men of foreign countries. 
The niinois Manufacturers Association did a great deal to estab- 
lish cordial relations between South and North American busi- 
ness men by a tour made by the members of the association 
through South America several years ago, duplicating on a large 
scale the common practice of chambers of commerce in this coun- 
try who visit communities in territory their members serve. 

Association of Associations 

With American industries entering as they are in a large way 
into world competition, the need for imity of purpose and action 
necessitates a coordinated organization which will represent them 
as a whole. Great governmental problems relating to shipping 
tariffs, commercial treaties and the like, which directly affect all 
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branches of American indiistTy» wiU be in process of determination 
within the next few years. What an effective aid in their solution 
would be a great organization so builded that it could speak for 
separate industries or for American industry as a whole. And 
what a controlling factor it might become in shaping the foreign 
trade policy of American exporters along constructive lines, aiding 
in the elimination of abuses, arbitrating differences, and building 
up an international good will for all the products of American 
industry. The trade association — ^representing as it does the 
united interests of an entire industry, is the ideal xmit upon which 
to base a great and efficient organization of this character. The 
Reconstruction Congress of American Industries was to a large 
d^ree made up of official representatives of trade associations. 
The possibilities of such an organization in domestic affairs alone 
are shown by the importance attained by the deliberations of 
this meeting. In Germany, trade associations and other interests 
have for years been organized into a great association known as 
the Hansabund. In France, great unions of trade associations or 
syndicates have been permitted since 1884 and several such as 
the Union of the Metallurgical and Mining Industries are of an 
importance that can scarcely be exaggerated. A similar organ- 
ization in America founded on right principles and having behind 
it the unlimited resources and resourcefulness of American indus- 
try could become a great constructive force in national and inter- 
national affairs. In the absence of international regulation of 
international trade, it is a national necessity. 
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The Federal Trade Commission and the Meat- 

• Packing Industry 

By William B. Colver 

Chainnan, Federal Trade Commisgion 

ON July If 1917» there became available, by act of Congress, 
an appropriation of $250»000 to the Federal Trade Com- 
mission and another of $50»000 to the Department of Agricul- 
ture to be devoted to a study of the advancing costs of food- 
stuffs and especially to an inquiry as to whether there was reason 
to believe that the production, preparation, storage distribution 
and sale of foodstuffs were subject to control or manipulation. 

The general subject was subdivided, and wheat, flomr and 
breadstuffs, meat, canned fish, canned v^etables and other kinds 
of food were treated separately and the department and the com- 
mission arranged a division of the tasks. As to meat, the Depart- 
ment of Agriculture imdertook the study of the cost of production 
of meat animals, their transportation and sale, feeding in stock- 
yards and certain economic questions. The Federal Trade Com- 
mission undertook to follow the animals from the stockyards 
through the processes of slaughter to the preparation of the various 
products; and the Department of Agriculture undertook the study 
of the disposition or marketing of the products and by-products. 

The Federal Trade Commission went back about thirty years 
and began its inquiry as of a time when the meat-packing industry 
was just beginning to evolve its present form. 

The commission found and reported its belief that b^inning 
with the ''dressed-meat" or ''Allerton" pool in 1885, there has 
existed, through one device or another, up to the present time, 
combination and agreements between the principal packing con- 
cerns of the coimtry, and that at present this agreeing group 
consists of Swift & Company, Armour & Company, Morris & 
Company, Wilson & Co. (Inc.) and The Cudahy Packing Co. 

The commission reported that the control of markets and mar- 
ket conditions now rests largely upon an agreed division of pur- 
chases of live stock in definite and fixed percentages. The five 
packers deny this and assert that, in fact, they are in real competi- 
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tion one with the other and that any apparent uniformity of pur- 
chase percentages arises from ''plant capacity"; each concern 
buying enough live stock to meet the needs of its plant. 

This claim is contrasted by the commission with the fact that» 
during a whole year, the five packers, buying in the twelve greatest 
live stock markets, varied less than one per cent from a fixed per- 
centage of cattle piurchase, though the variations in the various 
markets were often very wide and though diu-ing one week so few 
as 60,006 cattle were sold on the twelve markets as against 190,686 
sold during another week. 

The conmiission reported itsr belief that, through ownership or 
control of stock yards and mediums of market information; 
through "split purchases," "part purchases" and "wiring on," 
together with agreed division of purchases, the market and market 
conditions were controlled both as to the sale of live stock by the 
producers and the purchase of meat products by the consumer. 

The details of all this — the effect on competitors, the financial 
ramifications, the relations with railroads and the operations of 
the packers in foreign countries — are too complex to be set out 
within the limits of this article. They have been published as a 
public document by the conunission. 

The conmiission called attention to the fact that the huge 
surpluses arising from the operations in meat packing were being 
mvested in other related and imrelated enterprises to such an 
extent and to such a progressively increasing extent that actual 
control of the nation's food supply in the hands of the five packers 
— or three of them — ^is entirely probable. These enterprises are 
quite aside from the "by-product" articles and relate largely to 
substitutes for meat. 

The commission concluded that, as to meat, the imf air advan- 
tage of the five packers over producer, consumer and competitor, 
lay largely in the control of means of transportation, marketing 
and storage, i.e., through the control of stock cars, refrigerator 
cars, stock yards, cold storage houses and market information. 
It concluded further, that the integration with the meat-packing 
business of scores of unrelated food enterprises was not in the 
public interest. 

The commission did not, however, recommend the public owner- 
ship nor operation of the packing houses. In one of the pending 
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Small independent competitors, however, without great volume 
of business; with higher unit overhead; buying livestock in the 
same markets at the same prices and sdling meat in the same mar- 
kets and at the same prices; with handicap instead of advantage 
and without the economies claimed for minute integration are 
found to make satisfactory return on net worth. 

If 1917 represents the claimed delicate balance between profit 
and loss, then how can these five packers have run up from small 
investment to enormous net worth without the investment of 
new capital but by the ''ploughing under'' of undivided profits? 
For example the original Armour investment in 1868 was $160,000 
and by October 27, 1917 the net worth of the concern was shown 
as $156,126,680 while during that time some $27,828,000 had been 
withdrawn as dividends. 



The Government and the Packers 



By L. D. H. Weld 

Swift k Company, Chicago, HL 

/"\NE of the principal reconstruction problems is the question 
^^ as to how far the government is going to continue the regula- 
tion that it has assumed over the industries of the country during 
war times. The most vital problem is perhaps in connection with 
the railroads, but the government has extended its functions dur- 
ing the war emergency to a surprising degree in the r^^ation of 
prices, the limitation of profits, and the control of industry in 
general. Many of these restrictions have, of course, disappeared, 
and the remainder, which were assumed under war powers, will 
automatically disappear when peace is finally signed; but the ex* 
perience during the war has accelerated the general tendency 
towards government supervision of industry which has been 
developing during the past generation. 

The demand for a permanent policy of regulation of industry is 
especially evident in connection with the packing industry. Since 
the signing of the armistice there have already been introduced 
into both Houses of Congress bills providing for the r^^ation of 
this industry. These bills confer upon the government the most 
radical powers of control and even profit and price regulation, 
and have been receiving serious consideration in the form of 
hearings before the House Committee on Interstate and Foreign 
Commerce and a Sub-Committee of the Senate Committee on 
Agriculture and Forestry. 

Although these bills apply to the packing industry, they are of 
interest to every business man in America, because if Congress 
should adopt the principles involved with respect to the packing 
mdustry, there is no reason why they should not be extended to 
cover any other industry and trade in the country. Although the 
proposed legislation can never pass in its present form, it is worth 
while for us to consider what these bills mean, because there are 
many people in the country who believe that this legislation 
shoidd be passed. 
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ImrESTIGATION AND RePORT OF THE FEDERAL TraDE COMMISSION 

During the spring of 1917 the President ordered the Federal 
Trade Commission to make an investigation of the production and 
distribution of foodstuffs, and during the early summer of that 
year the commission began its investigation of the packing in- 
dustry. This investigation has been going on practicallir all the 
time that the United States has been in the war, while the packing 
industry was making an enviable record of war achievement. 
Swift & Company, at least, promised hearty coSperation with the 
Federal Trade Commission and promised to throw open its books 
and accounts for examination. 

Public hearings were held under the direction of a special attor- 
ney, who practically placed himself in the position of a prosecut- 
ing attorney. Although the packers were at liberty to appear at 
these hearings, subject to the cross-examination of this attorney, 
it was definitely announced that the packers would not have the 
right to cross-examine the witnesses produced by the Federal 
Trade Commission; that they would not be permitted to cross- 
examine their own witnesses, nor to produce witnesses to con- 
trovert, through cross-examination, the statements made by 
witnesses produced by the Federal Trade Commission. 

The examiners took from the private files in the ofiices of the 
packing companies, only such scraps of correspondence as would 
appear to make out a case against the packers. Oftentimes a 
single letter would be extracted from a file, whereas other letters 
and documents in the same file would give an entirely different 
meaning. Even among the letters taken there were many which 
would controvert the contentions of the commission. 

For example, in Part Two of its report on the packing industry, 
page 89, the Federal Trade Commission describes the practice 
known as ** wiring on " ; it is said that, when a shipper is dissatisfied 
with the prices offered him in one market, and ships to another, 
the packer's buyer in the first market wires ahead to the same 
packer's buyer in the second market, stating the price bid at the 
first market. The Trade Commission says that, "The packer 
buyers at the second market bid at prices no greater, and often 
less, than those offered the shipper at the first market, thus causing 
him to lose the freight and the shrinkage in the weight of his 
stock. '* It is, of course, perfectly legitimate for the buyer in the 
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first market to wire the buyer of the same company in the second 
market this information, just as is commonly done in all industries, 
but the Federal Trade Commission tries to make out that it 
is an illegitimate practice in the live stock trade. The statement 
that "The packer buyers at the second market bid at prices no 
greater, and often less," is false. The Trade Commission intro- 
duced in its report copies of letters taken from Swift & Com- 
pany's files which apparently support this statement; Swift & 
Company has copies of letters which were also taken by the Trade 
Commission's examiners, which show instances of higher prices 
paid for fttiimRla in the second market than were paid for them in 
the first market. These the Federal Trade Commission did not 
publish in its report. 

In pages 182-18S-1S4 of Part II of the report, the Trade Com- 
mission charges that the large packers had an agreement fixing the 
price of lard compound, so that identical prices were charged by all 
competitors. The inference is, of course, that there was an illegal 
agreement. The truth of this matter was brought out by Mr. J. 
Ogden Armour in his testimony before the House Committee on 
Interstate Commerce in which he explained that the price of lard 
compound at the time under discussion had been fixed at the re- 
quest of and in coSperation with the Food Administration as a part 
of its food control program. In other words, the agreement which 
forced all dealers to sell at the same price was one brought about 
by the government itself. The Federal Trade Commission failed 
to mention this fact, and therefore put the packers in an utterly 
false light. 

The Federal Trade Commission bases its charge that the five 
big packers have a monopoly primarily on the fact that the per- 
centage of live stock receipts bought at the various markets by 
each packer remains fairly constant from year to year. To a per- 
son outside the industry, this phenomenon appears to be fairly 
convincing; to a packing-house man, however, it is perfectly 
evident that the fairly constant percentages are a result of keen 
competition among the packers. Swift & Company, for example, 
is so jealous of its position in the market that it has kept a record 
for years of the percentage of receipts that it has purchased, and 
compares this with the percentages bought by other packers. 
This company does not intend to yield ground by even a fraction 
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of one per cent, if possible, and as a matter of fact has increased its 
percentage since 191S, according to the TVade Commission's own 
figures, so that it killed about 90,000 more cattle in 1917 than if it 
had not increased its percentage. 

As evidence that there must be an agreement to divide receipts, 
the Trade Commission reproduces a letter written by P. D. Ar- 
mour to his unde J. Ogden Armour from Denver, refemng to the 
situation there as on a "'fifty-fifty basis." This merely meant 
that Armour was aiming to buy at least 50 per cent of the receipts 
and that he knew that Swift & Company was naturally aiming to 
do the same thing, as these are the only two large packers having 
plants at Denver. The Trade Commission introduced a table of 
percentages on hog purchases at Denver, because it showed that 
Swift and Armour had bought nearly equal percentages; but the 
commission failed to introduce similar tables of percentages on 
cattle and sheep purchases, which it had in its possession, and 
which showed that Armour had actually been buying only about 
45 per cent of the cattle receipts as compared with Swift's 56 per 
cent, and that there had been striking variations in the percent- 
ages of sheep purchased. The inclusion of these tables would have 
entirely destroyed the effect which the "fifty-fifty" lettst was 
supposed to create. 

In connection with the Federal Trade Commission's failure to 
establish its contention that the five large packers have an agree- 
ment to control purchases, sales or prices, it should be noted that 
the heads of the large packing companies in printed statements 
and in their testimony before Congressional committees have made 
the absolute statement that they have no agreements in restramt 
of trade of any kind and that they are in open and active competi- 
tion in the purchase of live stock and in the sale of meats. 

The contention of the packers themselves that they are in open 
and active competition is borne out by many facts which were not 
mentioned at all by the Federal Trade Commission in its report 
Perhaps the most convincing evidence of competition is that the 
profits of the large packers are so small that they could be wiped 
out entirely without noticeably affecting prices, and that these 
profits often turn into losses. During the year ended June SO, 
1918, there were 19 out of the 52 weieks in which Swift & Company 
either made no money at all or actually lost mon^ on beef. The 
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profit varied from 74 cents per hundred pounds (about three- 
fourths of a cent a pound) during the week of greatest profit, to a 
loss of $1.17 per hundred pounds (over one cent a pound) during 
the week of greatest loss. It is a pretty poor combination that 
cannot bring about a more favorable effect on profits. The most 
convincing evidence that was ever found against such corporations 
as the Standard Oil Company and the American Sugar Refining 
Company was that which showed the increasing of profit margins 
at times and in localities when and where competition was lacking. 
Such a study, if made of the packing industry, would give evidence 
of the most severe competition and of the absolute lack of any 
agreement to control prices. 

Many other evidences of competition are also omitted from the 
Trade Commission's report. For example, it is not mentioned 
that dealers and speculators always stand ready in every market 
to buy live stock if the price falls below what the live stock is 
worth. It is not brought out that the so-called small packers are 
not only very large in number but that many of them are of very 
respectable size and that they are flourishing and growing in 
number. Many of these smaller packers appeared voluntarily 
before Congressional committees in January, 1919, and surprised 
members of Congress by telling of the immensity of their business 
and of the satisfactory conditions prevailing. The Federal 
Trade Conunission does not mention the keen competition that is 
perfectly evident in the sale of meats; that the different packers 
have branch houses in the same city, that each has its own corps 
of salesmen and delivery trucks, and that the retail butchers shop 
aroimd from the branch house of one packer to the branch house of 
another, finoing differences in price for the same quality of meat. 
Many other evidences of competition might be cited. 

BlSCOMMENDATIONS OF THE FEDERAL TrADE CoMMIBSION 

The Federal Trade Commission did not recommend that 
the packing industry itself be taken Wer and operated by the 
government, but^'it assumed that the alleged monopoly was 
due to the control by the packing concerns of the facilities for 
transporting and marketing live stock and meats. It therefore 
urged that live stock cars and refrigerator cars, stock yards and 
cold storage branch houses, now owned by the packers, be taken 
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over by the government. In general the net result of such a 
program would be in no way to take away monopoly power, if 
such really existed, and would merely dissipate and disorganize 
marketing facilities which are now operated with highest efficiency, 
and which it has taken the packers generations to develop. 

As for refrigerator cars, these were built by the packers because 
the railroads refused to furnish this expensive equipment. Each 
of the large packers has a well-organized transportation depart- 
ment which keeps track of its cars throughout the country, sees 
that they are moved with the greatest expedition, and that they 
are distributed through the country in accordance with the needs 
that vary with live stock receipts and with changes in the demand 
for meats. Swift & Company, for example, has today only about 
80 per cent as many cars as it needs, and nothing could possibly 
be gained by placing these cars under government operation or 
even under railroad operation in the way of improving the service 
to packers and to the public. At the very time that the Federal 
Trade Commission was coming to ijts conclusions with r^ard to 
refrigerator cars, the Interstate Commerce Commission, after a 
long and thorough investigation, issued a decision (July SI, 1918) 
in which it specifically upheld the present system of packer owner- 
ship, and said that this system had been of the greatest benefit to 
the country at large. The Interstate Commerce Commission also 
found that the packers have been operating their refrigerator cars 
at a financial loss for several years. 

As for the government acquisition of stock yards, it has devel- 
oped in public hearings in Washington that the packers have 
become interested in these yards, not only because of the possible 
financial return, but more especially because of the ntecessity for 
furnishing such facilities and efficient operation as would insure an 
adequate supply of live stock to keep their packing houses operat- 
ing at full capacity. Swift & Company, at least, is perfectly will- 
ing to relinquish its ownership in the stock yards in which it is 
interested, providing that efficient operation can be continued. 

The taking over by the government of the packers* branch 
houses is manifestly out of the question. These branch houses are 
practically refrigerated salesrooms, and not freight houses, as 
contended by the Chairman of the Federal Trade Commission in 
his testimony before the House Conmiittee on Interstate Com- 
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merce. Goods have to be kept on hand in large quantities and for 
indefinite periods and have to be sold and delivered in small 
quantities every day. It also requires the keenest and most 
energetic management, as well as ability bom of long experience, 
to operate a branch house successfully, especially as it deals 
almost entirely in highly perishable goods which have to be moved 
rapidly. 

Proposed Leoisiation 

Bills have been introduced into Congress, based on the findings 
of the Federal Trade Commission, and intended to carry out the 
recommendations enumerated above. The bill introduced in the 
House (H. R. 13S24, 65th Congress, Srd Session) by Mr. Sims, on 
December 10, 1918, provides for government acquisition of live 
stock and refrigerator cars, stock yards and cold storage branch 
houses, and also provides for the licensing of packing houses, and 
gives the government blanket and unrestricted powers to do what- 
ever it sees fit with regard to the packing industry. There is 
absolutely nothing to justify the singling out of the packing indus- 
try for such a remarkable and unprecedented method of control 
or for such a radical departure from American ideals. The bill 
even aims specifically to give the government the power to dictate 
what commodities may or may not be handled by the packers. 
It also gives the government the power to take away the license 
and thereby put any concern out of business. 

The bill which has received consideration in the Senate (S. 
5S0S, 65th Congress, Srd Session) was introduced by Mr. Kendrick 
January 7, 1919. This bill does not go so far in providing for 
government acquisition of cars, stock yards, and branch houses, 
but provides for a most drastic system of regulation, under 
license, with the power to revoke the license at will, and is therefore 
just as objectionable as the bill introduced into the House. It is 
absolutely imthinkable that either of these bills can ever be passed 
in anything like their present forms, — and yet it is of extreme 
significance that they are receiving serious consideration. The 
public probably does not realize what a revolutionary thing it 
would be to pass either of these bills, affecting as they do one of the 
largest and most vital industries in the coimtry. 

The demand for special legislative treatment of the packing 
industry results from a common belief that there is a combina- 
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tioB in restraint of trade among the five largest packers, and that 
meat prices are too high or that live stock prices are too low (de- 
pending on whether one is a consumer or a farmer), because of the 
large profits of the packers. No satisfactory legislation can be 
passed on these assumptions. The large packers are not only in 
active competition with each other, but with hundreds of smaller 
packers and local butchers. 

The fact that profits amount only to a fraction of a cent per 
pound of meat absolutely disproves the common belief that 
profits account for high prices of meat or low prices of live stock. 
The price received by the packers for meat and by-products is 
never more than enough to cover the cost of live stock and low 
operating expenses, and to yield tiny unit profits. Because of 
large volume of business, these small unit profits, which have 
practically no effect on pices, yield in the aggr^ate a satisfactory 
return on investment. But packers' war profits have not been 
out offline with profits in other industries; they have been no more 
than sufficient to finance large inventories at extremely high prices, 
and they have hardly furnished sufficient protection against the 
fall in prices, and hence in inventory values, that is sure to come. 



Regulation of the Perishable Food Industries 

After the War 

By G. Harold Powell 

General Manager, California Fruit Growers* Exchange 

SOON after the armistice was signed the license regulations of 
the Food Administration were gradually abrogated, except as 
they related to domestic food stu£Es in short supply, or to foods 
that were exported in large volume. The license regulations were 
designed to eliminate injurious speculation, hoarding, extortionate 
profits, unfair and wasteful trade practices, and to direct the course 
of food stufifs in straight lines from producer to consumer through 
the essential trades without unnecessary cross trading. 

The Food Administration created a sentiment among the parties 
interested that supplemented the powers of the Lever Act. It 
held conferences with representatives of the trades, appointed 
advisory committees of the producers and the trades, and ap- 
pointed trade leaders in the Food Administration to interpret the 
problems of their industries to the government. By this method 
a patriotic sentiment for national service was developed on the 
part of the public at large and particularly among those who were 
subject to the Food Control Act. It was the policy of the Food 
Adnunistration, on the signing of the armistice, to relieve the 
public of war-time restrictions, return the trades to a peace basis 
at the earliest moment, and, at the same time, protect the public 
against abnormal rises in prices. The Food Control Act ceases to 
be effective when the existing state of war between the United 
States and Germany shall have terminated. 

When it was announced that the special license regulations gov- 
erning the distributors of perishable foods would be abrogated, 
general regret was voiced by dealers in fruits and v^etables, 
poultry, dairy products and fish, that the reforms which were 
introduced into the trades as a war measure should be lost. Not- 
withstanding the reaction against further governmental inter- 
ference in business, protests were heard in all parts of the country 
against a return to peace-time distributing methods, and a sincere 

inquiry was begun into peraoianent legpjdation that might be 
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enacted for the protection of the producer, the distributor and the 
public at large against the unfair, wasteful and discriminatory 
practices that were not imcommon in pre-war times in the transac- 
tions of the producer, and of the distributing trades. 

Responsive to this sentiment, the California Fruit Growers 
Exchange, the American Warehousemen Association, and the 
National League of Commission Merchants have already gone on 
record in favor of legislation which will make permanent the bene- 
ficial ends attained, as a war measure, by the Food Administra- 
tion. After an experience of eighteen months in handling the 
Perishable Food Division under Mr. Hoover*s direction, and as a 
representative of one of the largest shippers of perishable foods in 
the world, the writer is in sympathetic accord with the aims re- 
ferred to. 

• 

Food Wastage in Peace and War Times 

Before the war there was not always confidence in the fairness 
of perishable food transactions; the producer distrusted the com- 
mission merchant, the dealer complained of the packing and 
grading by the producer, either party or both may have com- 
plained that the implied contracts of sale were not always carried 
out, and, while disputes between the parties at interest were imad- 
justed, car loads of fruits and vegetables may have stood on the 
tracks and been lost through deterioration or at least seriously im- 
paired in quality. There were enough of these disputes in the 
press to create a prejudice against the perishable food industries 
and to affect adversely the standing of the honest men in the trade, 
the average member of which has a standard of integrity in his 
dealings that will equal that of the men in any other business. 

Many of the difficulties in the distribution of perishable foods 
are inherent in their perishability; that is, the condition of the 
foods is frequently in dispute on arrival in the markets, and the 
condition may have been affected by climate or other factors over 
which no one has control. Others are due to disputes between 
sellers and buyers over the grade of the food; others to the rejec- 
tion of cars by the consignees on the score of condition or because 
the market is lower; others because of carelessness in defining 
contracts between parties at interest, while some of the trouble is 
due to unfair and dishonest practices by imscrupulous shippers or 
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receivers. It was towax^ the correction of these evils in the 
perishable food industries that the Food Administration directed 
its efforts during the war, the license regulations having been 
drawn after extended conferences with leaders of the different 
trades, who gave their best efforts in suggesting regulations that 
would eliminate the abuses, reduce the waste in food stuffs and 
give greater confidence in perishable food transactions. 

The perishable food business is one of quick action. These 
foods must be sold at just the right time to avoid disaster from 
poor condition. A delay in the settlement of a dispute between 
shipper and receiver, the rejection of cars by the purchaser, the 
holding on track in warm weather before unloading, the lack of 
ice for refrigeration, the congestion of terminal facilities — all of 
these factors cause losses in perishable foods, and when added 
together take an enormous annual toll from our food supplies. 

During the war, many of these losses were entirely avoided, 
or at least were greatly reduced, because the license regulations of 
the Food Administration forced the quick unloading of perishable 
foods after arrival in market, the prompt acceptance of cars, or 
their quick rejection, and the settlement of disputes by arbitra- 
tion after the cars were accepted. As a result of these r^^ations, 
perishable food distribution was freer from abuses than in any 
pre-war period; the losses were never so small; the disputes be- 
tween the parties interested were quickly handled; and there was 
more confidence in the integrity of trade practices than in any 
former time. 

With the abrogation of the license regulations and the ultimate 
disappearance of the Food Control Act, there will be no practical 
way of correcting the pre-war trade abuses or dishonest practices 
or to avoid the waste in food stuffs. Competition again will force 
dealers to follow practices that are questionable, the public will 
lose the confidence which it had gained in the integrity of the 
trades, and the benefits gained through governmental cobperation 
and supervision wiU be lost. The resort to the courts for damages 
against a dishonest dealer is too slow and expensive to be effective. 
A quicker method of handling disputes and of passing the produce 
through the avenues of trade is necessary. 

I have not definitely formulated my own judgment as to the 
method of federal supervision or to the extent to whidi such over- 
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sight should go. Whether to enact legislation that is mandatory 
on all distributors and put them under license regulations, cft 
whether to enact a law that gives the distributor the choice of 
taking out a voluntary license, is a very practical and fundamental 
question. Theoretically, the public interest would be best served 
a all shippers and distributors were under a uniform license sys- 
tem and had to conduct their transactions in a similar manner, 
and I would favor such a plan if the legislation could be enacted. 
The difficulty in such a plan is, first, to be able to pass such legisla- 
tion through Congress; and second, the equally practical difficulty 
of building a g:ovemment force, with experience and judgment 
enough to handle the multitude of disputes and problems that 
need to be decided by sound practical sense. In handling perish- 
able food difficulties, the judgment of the men who come in con- 
tact with the trade problems is the factor on which the success or 
failure of the plan is likely to be decided. No matter how com- 
prehensive or sound the law, its practical working will dep^id on 
the fairness and soundness of the acts of the government represen- 
tatives. 

There is a strong reaction in the public mind against further 
interference in the affairs of business, except as it is necessary to 
protect the public against flagrant abuses. The trades are antag- 
onistic to the making of detailed reports, to the readjustment of 
methods of accounting, and to the fear of trouble because of the 
difficulty of conforming to the requirements of government regu- 
lation. There are thousands of members of the trades vdio have 
not installed comprehensive methods of accounting, and yet 
who are successful merdiants. To these men governmental 
regulation, with the accompanying reporting system that has 
been a part of all regulatory efforts to date, is a veritable night- 
mare. The average member of the trade is more fearful of the 
report system than of the effect of regulation. The dishonest 
man in business is afraid of both. 

On the other hand, I am convinoed that the government, in 
cooperation with the parties interested, can work out simple regu- 
lations and simple reports that would not be burdensome to the 
trades, that would in the end prove beneficial and which would 
protect the trade and the public interest alike. It would make 
the average man play the game squarely, it would relieve him of 
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the eftect of unfair competition, and it would save millionii of 
dollars worth of food that is now wasted annually. 

Governmental Supervision and Volttntart Registratiom 

A more practical method of governmental supervision is a 
voluntary registration of the members of the trade on the declara- 
tion by the registrant that he wiU conform to the regulations of the 
government after enrollment. Under this plan, the Secretary of 
Agriculture should be given the power : 

1. To facilitate the distribution and marketing of perishable 
food products and to aid in reducing loss, delay, waste and con- 
troversy in their movement and sale; to establish uniform stand- 
ards for perishable foods shipped in closed packages in interstate 
and foreign commerce, the use of the standards to depend on the 
choice of the shipper rather than to be obligatory; the Secretary 
of Agriculture issuing the standards and the rules and r^ulations 
making them effective after consultation with the interested public. 

2. To inform the public of practices that are wasteful and un- 
fair, after advising the public, as a result of investigation and of 
conference, of methods that are economical and fair. 

S. To make the adoption of the rules and regulations to prevent 
wasteful, unfair and discriminatory practices, elective with the 
parties interested rather than mandatory and to license or register 
all persons who voluntarily elect to adopt the standards and regu- 
lations in their interstate and foreign business. This establishes 
an honor roll among the members of the trades and this roll is 
known to all who transact business with shippers or receivers. 
This voluntary method would also be applicable to intrastate as 
well as interstate business. 

4. To cancel or suspend the registration of any person who vio- 
lates the conditions of his voluntary enrollment and to publish the 
cancellation with the reasons for the same. This cancellation 
would not deprive the person of the right to transact business 
except under the government standards and rules. It takes him 
off the honor roll and the public is informed of the reasons. 

5. To inspect perishable foods when requested by an enrolled 
member, and to certify to an allowance from a fixed price on ac- 
count of deterioration or grade under which a sale has been made; 
and when both principals to a transaction request an arbitration. 
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the findings, if not accepted by the parties, shall be prima facie 
evidence in any court as to the allowance made. 

I would also have the Secretary of Agriculture appoint per- 
manent committees from the parties interested who could be 
called by him for advice and suggestion; or who could on their 
own request appear before the secretary and advise or suggest 
matters affecting the different industries. And committees should 
be appointed in each market who would act as advisors to the 
government representatives in handling trade matters. The war 
has shown that it is possible to bring about a sympathetic and 
practical cooperation between the government and the public at 
large. This relationship should be maintained in peace times. 
It is equally helpful to those who administer governmental affairs 
to the parties interested. Cooperation rather than antagonism is 
needed in governmental and public relationships. 

I am convinced that legislation embodying the principles out- 
lined would give to the public the cooperation of the government 
and the industries in raising the standards of periiE^iable food 
handling; that it would establish a better standard of public con- 
fidence in the transactions of these industries; that it would insure 
the honest and decent man in business the friendly attitude of the 
public and protect him against the unscrupulous and dishonest 
man whose transactions often color public sentiment. Could the 
parties interested agree that legislation, at least as broad m scope as 
I have outlined, were in the public interest, I am sure that it would 
go far in perpetuating the beneficial ends attained by the United 
States Food Administration as a war emergency. Later on, if 
more comprehensive legislation is needed it can be built upon the 
experience of a voluntary system of supervision. The great 
majority of the trades, I am convinced, would welcome a volim- 
tary system of regulation and would give it their earnest support. 
The unscrupulous merchant would be advertised to the public, 
because his name would not appear on the honor roll of the 
government. 



Who Should Fix Resale Prices?' 

By Claudius Temple Mubchison 

Assistant Professor of Economics, Hunter Cc^lege, New York City 

OHOULD the power to fix resale prices be lodged wholly with 
^ the manufactiirer» or wholly with the dealer? This seems 
to state the problem of price maintenance as it is generally thought 
of in the present controversy. To deny the wisdom of both al- 
ternatives in the advocacy of a compromise between the two is 
the purpose of this paper. 

The power of price maintenance is demanded only in connec- 
tion with goods which are of the identifiable sort, and associated 
in their resale either with the name of the manufacturer, or with 
his trade-mark or brand. It would apply only to thos^ commodi- 
ties which are for the most part distributed through the conven- 
tional wholesale-retail channels. Within these limitations would 
be included probably more than half the volume of the country's 
retail trade. The majority of grocery commodities, excepting 
green goods, and the majority of drugs would be included, and 
smaller but nevertheless impressive proportions of ready made 
clothing, dress. goods, toilet articles, shoes, hardware, jewelry, 
and novelties. In addition to virtually all of the country's 
specialty manufacturers, all the retail stores and wholesale houses 
are vitally concerned as is of course the entire body of the public. 

Problem of Price Maintenance 

Into this field of such wide and numerous interests, price main- 
tenance has only recently entered as a problem of real importance. 
Its entrance may be explained as being due to a broadening of the 
functions of the manufacturers. They formerly were limited to 
producing commodities and transferring them to commission men 
or jobbers where they disappeared from sight and interest. 
Today we often find the manufacturer of specialties attempting to 
bring within his range of vision and influence not only the whole- 
sale distributors, but also the retailers and ultimate consumers. 

'This disciission is a fragment of a larger work by the author in Resale Price 
Maintenance now being issued by the Columbia University Press. 
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This broadening of function has been made possible by the vastly 
improved facilities and methods of advertising and transporta- 
tion. In some cases it xnay be said that the manufacturer has 
reach^ed that point where he combines within himself virtually 
all the functions of producer and salesman, even though he con- 
tinues to make use of the jobbers and retailers. 

This increasing control by the manufacturer over the destinies 
of the commodities which he produces has been facilitated by the 
agency of commodity standardization. The commodity is 
standardized in every conceivable way. Each unit is a perfect 
replica of every other unit. To these uniformities of quality, 
quantity, form, fimction and carton many manufacturers are 
adding price uniformity, maintaining that the efficacy of national 
advertising and the degree ol publip appreciation is thereby in- 
creased. It enables the manufacturer not only to emphasize 
various utilities, but also to emphasize attractiveness of price. 
Thus more effectually can a sense of real value be planted in the 
buyer. Undoubtedly to the great mass of the public there is a 
strong appeal in the one-price-to-all polipy, especially so if there 
is present a conviction that the one price always commands the 
utilities desired. As the reputation of a standardized good in- 
creases, the price naturally becomes associated in the consumers' 
minds with the other characteristics which r^^arly identify the 
good.^ 

It is asserted that when a commodity reaches this stage where 
its qualities and price are widely known and associated, it be- 
comes especially subject to the evil of price cutting. The public, 
having associated for a long time a given commodity with a given 
price, will ixnmediately detect a lowering of price and so confine 
their purchases of that commodity to the retailer who has cut the 
price. The effect is to compel competing retailers to meet the 
cut or else discontinue handling the commodity. In case there 
are any exceptions, they carry the good only as a necessary evil 
and handle it half-heartedly, preferring to offer substitutes where 
possible. Eventually the price cutters themselves, having ex- 
hausted the advertising value of the cut price, wiU lose int^^t 
in the commodity and either drop it or attempt to displace the 
demand for it by offering substitutes which afford bigger profits. 
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The Evils REsui/nNG fbom Pbice Ctttting 

The evils which are said to result may be summarized as being: 
Firsts a decline in the value of the stock owned by dealers who are 
in the realm of influence exerted by the price cutters; second, a 
growing reluctance on the part of dealers to handle the commodity, 
their offering of substitutes, and a consequent decline in sales of 
the discounted commodity; third, losses suffered by the manu- 
facturer and jobbers through the declining demand from retailers; 
fourth, inability of the public to secure conveniently the com- 
modity of their choice, accompanied by the necessity of having to 
accept inferior substitutes. 

To prevent price cutting, manufacturers resorted to many de- 
vices, the chief of which are: First, the manufacturer grants to 
such dealers as are willing to maintain the fixed price a liberal re- 
bate on the list price, such rebate payable only when the goods are 
sold. Any variations from a fixed price entail forfeiture of the 
rebate. Second, many manufactxirers have refused to sell at all 
to those dealers guilty of cutting prices below the standard. 
Some have gone so far as not only to refuse to sell to the 
offending dealer directly, but also to bring pressure to bear on 
all jobbers and retailers to refuse to supply the offender, 
thus making it impossible for the price cutter to renew his sup- 
plies from any source. Third, prices have been maintained by 
causing to be incorporated in the contracts of sale special pro- 
visions by which the dealers bound themselves to observe a fixed 
price. Fourth, by making conditional sales in which title to the 
goods sold to dealers remained in the manufacturer, and passed 
to the dealers only upon the completion of the resale made at the 
fixed price* The manufacturer reserved the right to demand the 
return of all unsold goods, upon the failure of the dealers at any 
time to maintain the price. Fifth, the use of a license agreement 
whereby the dealer is regarded merely as an agent or demon- 
strator without title in the goods. As agent he must sell at a 
stated price. His profits are in the form of commissions. Sixth, 
by affixing to the good or its container a statement to the effect 
that a certain price must be observed, the implication being that 
the use of such a notice made of the transaction a conditional 
sale, which bound the dealer to the fixed price. Seventh, a claim 
on the part of the manufacturer of patented or copyrighted goods 
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that the usual patent or copyright rights included the right to 
fix a resale price and to compel the observance thereof. 

Virtually all these methods have in whole or in part been 
adjudged illegal by the supreme court, and in so far as they still 
exist, they are with very few exceptions merely nominal. Ap- 
parently no dependable price maintenance weapon is now avail- 
able. Moral suasion is slightly efficacious, and the withholding 
of patronage from price cutters seems under certain very limited 
conditions to be legal. Yet this is by no means absolutely cer- 
tain. It seems hopeless to expect the elimination of price cut- 
ting in the absence of special federal legislation to that effect. 

The Stevens Bill and Resale Price Control 

Such legislation has been proposed in the form of the well- 
known Stevens Bill. Generally stated, its chief provisions are: 

1. In any contract for the sale of trade-marked or branded goods the manu- 
facturer may require the observance by dealers of a fixed price, provided that 
he has not a monopoly of the articles belonging to the same general class of mer- 
chandise, that his brand or trade-mark is registered with the Federal Trade Com- 
mission, together with the price lists, and that such contract permits a limited 
number of seasonal or disposal sales (two annually) in case the manufacturer 
does not choose to repurchase the goods himself on thirty days* notice from the 
dealer. 

2. Emergency circumstances such as bankruptcy, fire, withdrawal from busi- 
ness, conunodity deterioration, etc., may justify divergence from price only upon 
the approval of the nuuiuf acturer who demands thirty days' notice of such con- 
templated action, and who reserves the option to repurchase the goods in case he 
so desires. 

The passage of this bill would clothe the manufacturer with un- 
limited power of resale price control. To his economic justifica- 
tion of this measure the manufacturer adds an ethical justifica- 
tion. It is argued that any given trade-marked commodity owes 
its existence to the enterprise and business ability of the producer. 
Upon it he expends his fortune, his energy, his business reputation. 
As the market is conquered, and as demand increases, the con- 
sumers begin to learn the manufacturer's name and trade-mark. 
The latter come to be associated with the commodity in the mind 
of the individual. In proportion to the number of individuals 
thus affected, the value of the trade-mark grows. It stands as 
an identification mark by which they may always recognize th^ 
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article and select it, rather than accept some competing com- 
modity. If the good will value inhering in this trade-mark is the 
property exclusively of the manufacturer, and if price cutting by 
dealers constitutes an exploitation of this property, such an act 
must be looked upon as being ethically reprehensible. 

The manufacturers are joined in their advocacy of the Stevens 
Bin by many dealers. They see in the device the advantage of 
greater stability in prices. Sharp price fluctuations eliminated, 
the perils of merchandising are largely diminished. Competi- 
tion in that case would become a process involving service and 
efficiency rather than prices. With the standard price, selling 
is simplified, and profits are assured. Also the national adver- 
tising, financed by the manufacturer and thought to be dependent 
on the fixed price, is highly valued. Price maintenance would 
also diminish largely the fears entertained by the great mass of re- 
tailers of the growing power of the modem giants in retailing, 
the chains, department stores, and mail order houses. It is 
maintained that these largely owe their development, not essen- 
tially to economic superiority, but to their command over large 
capital united with their destructive policy of price cutting. 
Their price cutting is charged with being reprehensible in motive, 
being only for the piUTpose of deceiving the masses into the belief 
that their prices are imif ormly lower than those of their competi- 
tors, whereas in fact their prices on unidentified commodities and 
on private brands which they push as substitutes are not only 
maintained but in many cases are actually excessive. Thus 
they recuperate from the losses on standard commodities, and 
at the same time injure the trade of the average retailers who can 
neither compete on the standard commodities nor afford to carry 
private brands. 

Pricb Cutting v. Price Maintenance 

Voices from among the consumers in behalf of price mainte- 
nance are not totally lacking. They emphasize the advantages to 
the consumers to be derived from standard commodities. The 
manufacturer freed from price cutting perils is in a position to 
offer better quality and is even enabled to enjoy economies which 
will encourage general and uniform price decreases. Furthermore 
they oppose the practice which imperils the life of commodities 
prized by the public. 

14 
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The opponents of price maintenance make an issue of the truth 
of the above assertions and arguments. They deny that price 
cutting has the disastrous effects claimed, and assert that it is 
resorted to for the most part because of sound business reasons. 
As proof of this they are able to indicate numerous commodities, 
the popularity and distribution of which have rapidly increased 
rather than diminished despite their subjection to general and 
persistent price cutting. They attribute the disappearance of 
certain commodities from the market and the embarrassments of 
certain manufactiu^ers, not to price cutting, but to inferiority of 
values offered, or to general inefficiency. They maintain that 
the existence of superior efficiency which is creative of economies 
in operating expenditures, and the presence of low cost condi- 
tions, constitute not only a valid defense of price cutting but also 
a moral insistence upon it. 

To the claim that price cutting is an exploitation of the good 
will of the manufacturer, the opponents reply that they too have 
a good will which is based on a reputation for offering maximum 
values at minimtun prices, and that to protect this good will they 
should not be prevented from passing to the consumer the boie- 
fits of economies achieved by them. They emphasise the fact 
that they own the goods which they sell, and that in their acquisi- 
tion they paid the price which the manufacturer demanded. 
Why should the manufacturer who has received his price and who 
has given up title to the goods and responsibility in the goods be 
empowered to dictate to the present owners the conditions of 
resale? 

Furthermore, the opponents of price maintenance profess to 
see in the use of the fixed price coupled with the enormous amount 
of advertising which it engenders an unwarranted encroachment 
on the Intimate fimctions of the retailer. The retailer is not a 
mere automaton engaged in the process of breaking up large 
quantities and distributing them in small units among a ready 
made clientele. He is a creator of utilities even as the manu- 
facturer. Moreover recent phenomenal developments in mer- 
chandising would seem to demonstrate that it is no less respon- 
sive to applications of skill and judgment, art and science than is 
manufacturing. As regards capital expenditure, assumption of 
risk, and perplexing difficulties to be overcome, modem retailing 
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need not necessarily differ greatly from manufacturing* In no 
small number of cases these characteristics predominate on the 
side of the retailer. 

Not only would price maintenance be an encroachment upon 
functions valuable to the public and involving vested interests of 
vast proportions, but it would bring the entire machinery of com- 
modity distribution virtually within the control of the manu- 
facturing end of industry, an obviously incongruous and danger- 
ous development. The power to fix the resale price carries with 
it the power to fix dealers' profits. These would be raised or 
lowered not in accordance with dealers' mterests but in harmony 
with those of the manufacturer. Concerted action on the part of 
manufacturers well entrenched behind a powerful consumers' 
demand created by intensive national advertising, could easily 
make of dealers' profits simply a form of wages, and in addition 
even dictate the methods and conditions of resale. The old 
American Tobacco Company methods are sometimes referred to. 

The consumers opix)sing price maintenance would add to the 
above items the conviction that the fixed price would be tanta- 
mount to monopoly price, and that this would lead to a gener- 
ally increased cost of living. This result would express itself in 
two ways: 1. Elimination of the present economies which are 
enjoyed through the patronizing of the cut price stores. 2. The 
establishment of conditions which would encourage the fixing of 
prices on a uniformly higher scale than now obtains. 

The more one studies the irreconcilable arguments of the sup- 
porters and opponents of price maintenance, the more one is 
convinoed that neither side is wholly wrong, nor yet wholly right. 
Impartial study of available data seems to justify the taking of a 
middle ground. 

Degree of Control over Retail Distribution 

Is there economic justification for broadening the manufac- 
turer's functions to include a degree of control over retail distribu- 
tion where the manufacturer himself does not sell directly to the 
consimier? Obviously no such right arises from the considera- 
tion alone of the merits of his product or trade mark, because 
these receive their valuaticm and are paid for in the sale of the 
goods to the dealer. If such a right exists it must be sought for 
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not in the presence of certain qualities which the manufacturer 
has attached to his product, but in any service which the manu- 
facturer may render in aiding the retailer to find a market. 

Through different types of advertising such aid is often given. 
As regards most standardized commodities it is more effective 
and economical for the producer to advertise than for the dealer. 
A commodity of small unit value which no dealer could afford to 
advertise may easily justify the expenditure by the producer of 
hundreds of thousands in advertising. Equally evident is the 
fact that many conunodities could never be manufactured profit- 
ably were it not for the large scale production made possible by 
wide advertising. These circumstances prevailing, it must be 
admitted that the manufacturer often rightly possesses an inter- 
est in retailing methods, but it does not follow that thereby the 
importance of the retailer is diminished. His functions have not 
been displaced or even restricted. They have only been sup- 
plemented. 

The control then which the manufacturer has earned is one 
purely of degree. The true price maintenance problem is not 
" Should the manufacturer have the power of resale price control?" 
but " To what extent should the manufacturer have the power?" 
An answer indicating the minimum and maximum limits of this 
extent is, for practical purposes, suflScient. 

We have noted that in many cases the manufacturer does ac- 
tually share in the creation of the consumer demand. To be sure 
he profits from this. But so does the retailer. For the retailer 
then to take advantage of a mutually created situation to sell at 
a price which reacts injuriously upon the manufacturer would 
seem to ccmstitute an act which the manufacturer should have the 
power to prevent. The question now becomes, **Does every 
price which is a cut price react injuriously upon the manufac- 
turer?*' 

Types of Price Cutting 

There are two quite distinct and totally different types of price 
cutting, the predatory type which for greater exactness we shall 
term "below cost" price cutting, and "profit yielding" price cut- 
ting. The former occurs where the dealer cuts to such a d^ree 
as to sacrifice all profits on the article cut. His purpose is to make 
good the loss by gaining increased patronage. The profit 
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yielding type occurs where the dealer either as a result of 
economies created by his own e£Eiciency» or as a result of exces- 
sive gross profits allowed by the manufacturer is enabled to cut the 
price somewhat, but continues to make from it a fair profit. By 
far the greater part of price cutting is of this type. Neverthe- 
less it has been condemned on the ground that it is only the fiirst 
step in an epidemic of price cutting. But why should it become an 
epidemic? Why cannot the practice of price cutting be confined 
to that type called profit yielding? 

Granting for a moment that this can be done, what would be 
the effect? It would amoimt to putting a premium on retailing 
efiiciency, and encourage a general diminishing of prices in pro- 
portion to such efliciency, — a result highly to be desired by con- 
sumers. Among the price cutters themselves could appear no 
motive eventually to discontinue handling the good, and with re- 
spect to their competitors only the inefficient would be adversely 
affected. Losses to the manufacturer from their disaffection 
would be more than met by increased demands from the effidait. 
Yet it does not by any means follow that any given dealer by 
reason of modified price cutting privileges based on this principle 
could monopolize the sale of the discoimted commodities in his 
community. 

Taking an average competitive district under present condi- 
tions, we find the facts supporting this conclusion. On the city 
block where the author lives are three groceries carrying in gen- 
eral the same brands, but having totally different price schedules. 
One maintains prices fixed by the manufacturer; the other two 
cut prices but not uniformly. The maximum price store in this 
case does the biggest business, as it gives credit accommodations, 
makes deliveries, and has a selling force which knows how to please 
customers. Of the other two, one makes deliveries, but^restricts 
its credit giving, and the third belongs to a chain whose slogan is 
"Cash and Carry." In these three stores prices vary as one would 
expect them to vary. Any well-known trade-marked food com- 
modity which can be found in one can generally be found in 
the others. Yet a price variation in that particular commodity 
causes not the slightest dislocation in their respective businesses. 
How ludicrous it would be to insist on absolute uniformity of price 
in these stores, even though they are less than a stone's throw apart! 
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Predatory Frige Cuttinq Shoi7u> be FRomBiTxa) 

It seems safe to state that as a rule no evil can come to the man- 
ufacturer from price cutting provided it is not of the predatory 
type. The power to prohibit the latter should be granted, but 
with respect to the former no such power should be granted. 
Not only is it not needed for the manufacturer's protection, but 
it would lead to positive evils : 

1. It would prevent the utilization of any means external to 
the manufacturer himself by which prices might be lowo^. 
It ignores the various economic conditions in which different 
retailers are placed, and also the fact that retailers are not the 
same in business ability, nor are their business opportunities the 
same. It fails to take account of the varying costs of operation 
resulting from such dissimilarities. And reliable data prove that 
cost variation is not confined within narrow limits, but extremely 
wide ones, — ^from 10 per cent to 80 per cent. 

2. With respect to service involved in retailing, the unifonn 
price fails to take note that some stores are forced by their clientele 
to furnish prompt and expensive delivery service, are required to 
give expensive credit acconmiodations, and to provide costly and 
elaborate quarters and apparatus for the gratification of thdr 
customers. Obviously such stores should be allowed a higher 
price than the unpretentious establishment in poor and meagre 
quarters, affording no accommodation whatever, either by way of 
credit, or delivery, or floor service. 

3. It fails to take note of the widely variant transportation 
charges which the goods have to meet. In the case of long dis- 
tance transportation of heavy goods, the freight charges would 
constitute a very large item of expense. Price maintenance 
would compel all customers to bear the charge propcnlionally, 
regardless of their location, and as the territory of distribution 
widened, the price would come to include a virtual rebate to the 
more distant consumers at the expense of the others. 

4. Unmodified price maintenance would tend to make more easy 
the attainment without economic justification of virtual monopoly 
on the part of manufacturers. 

It is claimed that all specialty manufacturers would continue 
to meet competition, that the rivalry between brands and trade- 
marks cannot be affected by price maintenance. "Why," say 
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they, *' should competition between Ivory Soap and Fairy Soap 
be any the less with both subject to the fixed price?" The reply 
is that there is in price maintenance nothing inherently opposed 
to manufacturers' competition, but admission of thi^ point does 
not refute the equally evident fact that price maintenance, while 
not preventing competition, does create conditions which. dis- 
courage competition. Placing unquestioned responsibility on the 
manufacturer to fix not only his price to the jobber, but the price 
to the retailer and the consumer would so simplify the attain- 
ment of a combination or agreem^it that one of a most informal 
nature between two or three men would in many cases suffice for 
its realization. The motive for such an agreement between 
powerful competitors would be ever present. To place this 
motive within such easy reach of its incarnation would not in the 
long run be conducive to the best interests either of the public 
or of the majority of producers. Such a conviction is strength- 
ened by the consideration that price maintenance has advantages 
only for the manufacturer whose commodity is already well 
established in the market, as the predatory price cutting is found 
only in connection with widely known goods. Paradoxical as 
it may seem, it is not only of value merely to the strong, but what 
is equally distinctive its value increases in a progressive ratio as 
the reputation of the producer increases. Price maintenance in 
the hands of an individual or a group dominant in the market by 
the power which it affords over retailing conditions gives to its 
owner an added advantage disproportionate to the justified eco- 
nomic advantage. 

5. Further it must be objected that price maintenance do- 
nates to the manufacturers full powers over the distributors, but 
f afls to provide for any material restriction of the manufacturers 
themselves. Not yet can it be said that all virtue resides in the 
manufacturers, and all vice in the dealers, nor can it be logically 
maintained that economic forces can be depended upon to govern 
the producers whOe the same forces fail utterly in the proper gov- 
ernance of the dealers. 

6. One of the gravest objections to be brought against unmod- 
ified price maintenance is that it would tend to crystallize the 
distributive system and make practically impossible any changes 
that might lessen the cost of distribution. The^present '* spread" 
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between producer's cost and consumer's cost is too large. That 
fact is a matter of grave concern, and innovations aimed at its 
reduction should not be discouraged. Perhaps the chains, the 
mail order houses, the department stores, the coSperative associa- 
tions, and the buying exchanges will contribute somewhat to 
the solution of the problem. Price maintenance aims a blow at 
all of them. It is difficult to see how it would fail to oppose every 
tendency toward transforming the present distributive system 
or reducing the costs thereof, unless such tendency emanated 
from the producers or especially favored their interests. 

A modified form of price maintenance which is opposed only 
to the predatory type of price cutting, which permits price varia- 
tions within the definite limits of cost variations, meets none of 
the above objections, and as has already been briefly indicated 
would be productive of positive benefits. It might be attained 
by placing in the hands of the manufacturer power legally to 
prohibit the cutting of prices below the margin which covers the 
cost of handling the commodity in question. A standard form 
of accounting should be prescribed for all dealers desirous of 
cutting prices. Upon properly authenticated cost data, period- 
ical classifications of such dealers might be made and minimum 
schedules of prices arrived at for each class. Rough classifica- 
tions should also be made of commodities based upon normal 
differences in rate of turnover, degree of perishability, suscepti- 
bility to seasonal demand variations, etc. To each class of 
dealers should be allotted a corresponding schedule of commodity 
classifications. In this way both the Scylla of rigid price main- 
tenance and the Charybdis of predatory price cutting may be 
avoided. 



Competition and Combination 

By B. M. Anderson, Jr. 

New York City 

npHE pressure of war emergencies has brought a large part of the 
^ world to accept an extreme public control of business and 
economic activities. So far has this gone in some places and in 
some industries that it is difficult to distinguish it from state 
socialism. Public control, involving combination and concen- 
tration and systematic organization of industries, has proved more 
effective during the war than most of us would have anticipated. 
The problem is now presented as to whether we shall go back to 
the old system of competitive free enterprise so essentially 
congenial to English and American tradition ,' and so well 
tested in the marvelous development of economic life in England 
and the United States before the war, or whether, as a result of our 
war-time experience, we shall seek to preserve a large part of the 
organization built up by the war. There is a strong sentiment for 
continuance of the government control of the railroads, and there 
is a revival of sentiment in favor of large scale industrial combina- 
tions subject to government regulation. There is no considerable 
body of sentiment in favor of the old unregulated monopolistic 
trusts, but there is considerable sentiment in favor of industrial 
combinations which shall eliminate competition, and which shall 
be prevented from injiu'ing the public through regulation by such 
a body as the Federal Trade Commission. It is worth while, 
therefore, to reexamine the factors involved in the competitive 
system, and to see whether the argimients, which English and 
American economists have cbnunonly offered in favor of competi- 
tiosi, retain their validity under present day conditions. 

Business Profits and Social WEiiPARE 

It will help to get the matter before us if we consider some of the 
claims made by the defenders of unregulated monopoly at an ear- 
lier period in our history, and particularly the claims presented in 
the once popular prospectuses of the trust promoters. We shall 
analyze these daims from two points of view; (a) From the stand- 
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point of the men inside the combination, and (b) from the general 
social point of view, or the point of view of the country as a whole. 
In general, under competitive conditions, whatever makes for 
business profits makes also for the welfare of the country. The 
successful business man, who is playing the game fairly, is success- 
ful because he creates wealth, and creates wealth more efficiently 
than other men can do it. Where we have monopolistic combina- 
tion it still remains true at points that business profits are a mark 
of social service, but at other points this is clearly not the case. 
In what follows we shall undertake to see how far the interests of 
the monopolistic combination and the general public are alike or 
are divergent. 

In considering this, we must distinguish sharply the advantages 
of large scale production from those of combination as such- 
technical bigness in a given plant is onething, while the fini^TipiAl 
consolidation of many big plants is a different thing. A list of the 
advantages claimed by the trust '"promoter" follows: 

1. Power over prices; power to raise prices and to keep 
them steady. 

2. Power over labor; power to control unions and to pre- 
vent strikes. 

3. Power over jobbers and other middlemen; power to 
compel them to pay promptly; power to refuse to allow 
their claims for shortages and damaged goodSi etc 

4. Power over the producer of raw material (sometimes 
stated simply as the ability to buy more cheaply because 
buying in la^er quantities). 

I assume that little question will be raised but that virtually all 
these advantages of combination are socially disadvantageous, 
and it may be assumed that in any new movement of combinaticm 
under government regulation, the effort will be made to curb the 
power of combinations at these points. Some question may be 
raised as to whether the monopolist's power to keep prices steady 
is a bad thing, although clearly the power to hold up prices in a 
period of depression is undesirable, since one important factor in 
relieving depression is such a decline in prices that new buying 
is called forth. 

Concession must be made, too, to the principle that there is 
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economy in wholesale buying (item 4 in the list) in so far as 
it comes from eliminating unnecessary handling of the goods. Of 
course, where it comes through oppression of the sellers, it is evil. 
The advantage of wholesale buying is one that does not grow in- 
definitely. It makes large scale production more advantageous 
than small scale production, but after a business unit has become 
large enough to have efficient management and to make purchases 
on a considerable scale, it does not gain much by further growth, 
so far as cheap buying is concerned. 

To resume the list: 

5. The big firm can utilize by-products which are wasted 
by the small producer. 

But this is merely an argument for large scale production. No 
limit should be placed on the size of the individual plant; but 
this does not require financial consolidation of many big plants. 

6. There is a gain from the integration of different stages 
in the same line, as, for example, where by combining dif- 
ferent stages in the manufacture of steel you are able to 
put the metal through several processes without allowing 
it to get cold. 

But, pretty obviously, this is again merely an argument for 
technical bigness of a single organization in a single locality. It 
means nothing as an argument for combining different plants in 
different localities. It is, further, in no sense an argument for 
the combination of competing producers in the same stage of pro- 
duction. 

7. Where you have several competing firms, each will 
have a few patents covering certain parts of the process of 
manufacture, while the others will have patents covering 
otiier parts of the process. None will be able to use the 
best methods at all stages of production because of the 
monopoly by others on the patented processes. If they 
combine, however, then all plants can use all of the patents. 

Plausible at first, this argument, upon analysis, presents curi- 
ous features. It says in effect: "Monopoly in patents is a bad 
thing; let us remedy it by getting a monopoly of the whole busi- 
ness!" The logical conclusion of the argument would be the 
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throwing open of all patents to all producers. It is an argument 
against the original theory of the patent itself. A patent is 
useful to its owner only in so far as it gives him a dijfereniiaL ad- 
vantage over rivals who are trying to perform similar services. 
It presupposes the possibility of competition. If all the produ- 
cers in a given line are in combination, then the idea, unpatented, 
would be just as useful as if it were patented. The theory of the 
patent is, of course, to stimulate invention by giving the inventor 
a chance at profits from which others are excluded as compensa- 
tion to him for his risk and trouble as inventor. 

Conceding, however, the desirability of having all the pro- 
ducers in a given line make use of all the patents, it by no means 
follows that combination among them is necessary. The plan 
of throwing all patents open to all who care to use them upon the 
payment of a royalty (the same rate to all) to the inventor, woiJd 
accomplish the end in view equally well, and would leave the spur 
of competition as a means of forcing into immediate use all really 
useful inventions. It would further assure the inventor of a real 
reward when his patent is put into use. 

8. Competing firms, it is argued, have large advertising 
expenses which are counted as part of cost of productioni 
and raise the prices of goods. A monopoly can dispense 
with much of this advertising. Tremendous figures in dol- 
' lars and cents are given in connection with this argument, 
and the implication of a tremendous social waste is seem- 
ingly taken for granted. 

It may be true that monopolies have to advertise less than com- 
petitive firms do and so can save a considerable expense. It is 
not clearly in evidence, however, that monopolies have refrained 
from heavy advertising. But granting the theory, it by no means 
follows that society at large would be saved the sums involved. 
What competition takes with one hand, it restores with the other. 
The consumer pays more for the advertised goods; granted for 
the sake of argument. But he also pays vastly less for news- 
papers, periodicals, etc. Competition among publishers in ex- 
panding their circulations so as to get advertising has compelled 
them so to reduce the subscription rates to their papers and peri- 
odicals that the purchaser often gets them for less than the cost 
of the paper on which they are printed. The social cost of ad- 
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vertising is simply the labor of type-setters, the labor of adver- 
tising writers, the paper and ink used in printing advertisements, 
etc. — a vastly smaller cost than the amounts paid for advertising 
would indicate. And the educational gain that comes from such 
a wealth of cheap reading matter — ^making all concessions that 
any one demands as to the cheap quality of much of the reading 
matter! — ^is incalculable. Besides, the advertising itself is a real 
social gain. It stimulates wanU — ^and wants are the steam that 
keeps social progress going. It is as much in the multiplicity 
and insistence of his wants as in anything else that civilized man 
is superior to the savage. Advertising, moreover, commimicates 
information. Purchasers and producers do not get together au- 
tomatically. There is no way by which marketing can be pre- 
vented from being an expensive and a difficult matter, requiring 
the efforts of great niunbers of men and the anxious thought and 
attention of the ablest minds in the industrial world. 

9. Combination enables a business to discharge numer- 
ous traveling salesmen, and impressive figures *liave been 
offered to show how much is thereby saved. 

That the combination does save thereby is for the argimient's 
sake admitted, and that there is some social saving, after the dis- 
charged salesmen get to work at something else, is also admitted. 
But it is denied that the social saving is net by any means. For 
the traveling salesman is a dynamic social agent. He spreads 
ideas; he keeps the trade up to standards; he aids in making the 
country socially homogeneous; he breaks up provincialism and 
traditional methods of doing business. He is of special service 
to young business men in small communities. Moreover, per- 
sonal solicitation, however costly, is very necessary in many lines 
of business. This has been strikingly illustrated in the experience 
of state insurance in Wisconsin. 

10. Combinations can save cross-freights, which under a 
competitive system are likely to occur. 

Now it is difficult to determine the extent to which such cross 
shipments have taken place under the competitive system. The 
presumption is, of course, that if a New Yojrk firm really has goods 
just as good and cheap as a Chicago firm, it can, with the freight 
item in its favor, undersell the Chicago firm in the local market. 
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But the argument that follows applies, whether the amount of 
cross-freights is large or small. Hie saving on this point may be 
big in dollars and cents to the combination; socially considered, 
it is subject to a substantial discount. Hie reason is that the 
railroad business is a biisiness subject to the **law of diminishing 
costs." Given the expensive roadbed, given the terminals, given 
the train crews and rolling stock, given the office organization, 
there is a huge expense, a fixed expense, whether the transporta- 
tion business done is large or small. A train may run full almost 
as cheaply as empty. A track may be used twenty times a day 
almost as cheaply as once a day. Extra business does increase 
the variable expense, but it does not increase that tremendous item 
in the railroad's bookkeeping, the fixed expense. 

This counter argument is, of course, not applicable in a period 
of war, when the railroads are working at maximum capacity, 
nor is it applicable in a section where population is dense and rail- 
roads normally run at something like full capacity. But in 
normal times for the great part of the country it is a valid counter 
argument. The net saving from elimination of cross-freights is 
only the variable expense of the transportation concerned, and 
not the whole of the freight charges involved. 

II. The combination need make no eztensions of credit 
and 80 gets along with less capital than the separate firms 
reqtiirei thus saving interest 

True, but on the other hand, the jobbers and retailers must 
then use more capital, paying interest for it often at higher rates 
than the manufacturer charges, so that an even larger interest 
charge enters into the price that the consumer pays, and there is 
no social saving of capital. 

In general conclusion on this point, it may be said that many 
of the gains of the combination are clearly socially disadvanta- 
geous, representing merely subtractions from the incomes of other 
elements of society in exact proportion to the monopoly's gain; 
that many others, in so far as legitimate, come not from com- 
bination as such, but merely from large scale production in the 
single plant; that of those gains which come directly from com- 
bination through the elimination of '* competitive wastes," virtu- 
ally all are subject to a substantial discount before they can be 
reckoned as social gains, and many are socially illusory. Further, 
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as against these and all sunilar aiguments, are to be put the famil- 
iar doctrines of English and American economics as to the stimu- 
lating effect of competition, the great mainspring of economic 
progress, and the fact that, other things equal, size is a handicap, 
leading to unwieldiness and red tape. 

In the argument that has preceded, it has been provisionally 
conceded that the claims of the trust promoters as to the business 
gains of combination are valid. But this concession need not be 
made. It is certainly undemonstrated that any combination has 
been successful because of its economies alone. The successful 
trusts have been successful primarily through monopoly which 
they have secured by means other than the economies of com- 
bination, and there are num€9rous wrecks in the history of trusts 
in cases where through failure to get monopoly the big combine 
found itself unable to hold its own with less clumsy competitors. 
Professor E. S. Meade of the University of Pennsylvania main- 
tains vigorously in the April, 1912, number of the Journal of 
Political Economy that from the angle of business profit itself, 
the old trust did not make good, and offers detailed statistical 
evidence for his view. 

Qn the whole, therefore, we conclude that while combination 
of a technical sort, the combination which makes for large scale 
production, the combination which makes possible the full utiliza- 
tion of by-products or other technical advantages, may be trusted 
to go as far as business men care to take it, the public welfare is 
best served by an avoidance of the financial combination of com- 
peting plants, especially when located in different cities, which 
are engaged in the same stage of production of a given commodity. 

Financial Combination of Weak Baroainerb 

Limitations on this doctrine, however, must be admitted. If 
the unit of production is very small, too small to have satisfactory 
banking connections, too small to have satisfactory marketing 
facilities, and too small to have adequate business direction, a 
certain degree of combination may very well be advantageous. 
Thus farmers, particularly those engaged in producing perishable 
products, may well find it desirable to form organizations of 
suflBdent magnitude to enable them to hire a competent biisiness 
representative and to enable them to ship their products in car- 
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load lots. It may even be worth their while and of advantage to 
the conununity as a whole for such an organization to have repre- 
sentatives of its own in central markets. 

Laborers similarly are in general poor bargainers as individuals. 
Labor organization is essential if laborers are to be able to sell 
their perishable product, the day's work, on satisfactory terms. 
With labor organization, something of business ability can be 
introduced into the marketing of the laborer's product. With 
the accumulation of reserve funds by the unions, the laborer is 
placed in a position where he can finance his operations better 
and need not make a forced sale in an unsatisfactory market. 

Such farmers' and laborers' combinations as are here commended 
need not and should not involve tJ^e element of monopoly. An 
organization of all the producers of fresh vegetables for winter 
consumption in the coimtry covering Florida, Louisiana, Texas, 
and other places, might easily become pernicious. An organiza- 
tion of all the laborers of the country might easily become exceed- 
ingly tyrannical. In England, organized labor has gained such 
strength and coherence that it has been able to force upon the in- 
dustry of England certain exceedingly vicious practices, particu- 
larly that of a systematic curtailment of output. Under the 
pressure of war needs, the EngEsh imions temporarily surren- 
dered this practice, but they are now resuming it. We must avoid 
allowing this principle to go further in American labor organiza- 
tion. Mr. Schwab is giving sound advice to labor here, pointing 
out that the American business man twenty years ago operated 
on the same theory, seeking to form monopolistic combinations 
which would keep prices up by restricting output, but that the 
American business man has been forced by law, public sentiment, 
and his own good judgment to surrender these methods. He 
advises labor that it, too, must eliminate them. 

The advantages of financial consolidation to facilitate marketing 
and to give better credit standing at the banks are limited. In the 
matter of borrowing, a well organized wholesale dry goods house, 
with half a million to a million dollars of capital and surplus, can 
probably borrow as cheaply at the biggest banks of New York as 
the United States Steel Corporation can. A house with $100,000 
capital might have greater difficulty in establishing a satisfactory 
New York connection. But size need not go very far in most cases 
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to give the necessary prestige and stability and business ability 
which the banker demands. 

Combination vs. Middleman in Foreion Trade 

Is combination for marketing more necessary in foreign than in 
domestic trade? The extent to which it is necessary depends very 
greatly upon the quality and character of the middleman who 
might be employed in lieu of combination. Commission houses, 
jobbers and other middlemen provide all the marketing organiza- 
tion which many businesses need. In very many cases indeed, 
they supply much more satisfactory f aciUties than a combine could 
form for itself. Many London commission houses, for example, 
deal so justly, so uprightly, so intelligently with shippers from the 
other side of the earth, that those shippers would be ill-advised, 
as a rule, to establish independent selling agencies in London. So 
well established is the reputation of these London houses that a 
shipper m Java or China will regularly '^ consign" goods to them 
without prior arrangements. When the goods arrive in London, 
they will be taken by the London commission houses and sold at 
once if the market is right, or else made the basis of a loan. The 
goods may be of uneven quality, in which case the commission 
house will sort them into different grades, or it may even blend 
them with products from another coimtry. 

Apart from the commission house, there is the "export house. " 
The export house buys and sells on its own accoimt. Such houses 
may have their own ships as well as their selling agents abroad, 
and may even engage in banking business as well as in buying and 
selling commodities. They may have built up through a genera- 
tion an intimate knowledge of credit conditions in a foreign 
country which a new combine could not get in a short time. They 
deal in many commodities, where the combine would deal in only 
one. They will have facilities for securing return cargos which the 
combine would lack, and so will have marked advantage over the 
combine in cheapness of transportation.^ 

There is one general consideration which should give us pause in 
conteinplating great combinations, involving many millions of 

* See tbe admirable paper by W. P. Goemann on "Co($peratiye Selling vs. 
the liiOddleman in the Upbuilding of our Foreign Commerce,*' Eeonomio 
World, 1917. 
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capital, engaging in foreign trade. Lidividual traders, operating 
on a moderate scale, are unlikely to lead their governments into 
political friction with the governments of other coimtries. If, 
however, trade is to be organized on a vast scale, with a few great 
combinations representing England, America, Germany and 
France, seeking to dominate the various foreign markets, the 
possibilities of friction tae very great. Before the war, England 
and Anierica largely relied on the merchants' playing a compara- 
tively lone hand, engaging in trade abroad on the same general 
basis as they engaged in trade at home. Germany, on the other 
hand, had organized great combinations closely a£Sliated with the 
banks and the government whose purposes were as much political 
as economic, and which indeed often subordinated profit to the 
prospect of extending German political influence. While this 
consideration should not lead us to look with disfavor on foreign 
trade combinations where such combinations clearly serve business 
ends of a legitimate sort and avoid the effort to secure monopoly, 
it should still make us cautious. We want a peaceful world after 
the war. 

The Webb Act, authorizing combinations in foreign trade, sub- 
ject to regulation by the Federal Trade Commission, does not 
contemplate that such combinations should give American pro- 
ducers monopolistic position in foreign countries. We have no 
intention of foisting on foreign countries the evils from which we 
have freed ourselves. None the less, it is probable that the Webb 
Act would not have been passed but for exaggerated fears of a 
trade war following German methods after the war, and our com- 
plete victory over Germany has removed most of the dangers 
which the Webb Act was designed to meet. Our Allies, likewise 
weakened by the war, would not be strong enough to drive us out 
of foreign markets if they chose, and if we meet them half way in 
the matter of fair policy in foreign trade, they will have no dis- 
position to do so. 

Organization under the new Webb Act has already gone so far 
that the best public service will consist, perhaps, not in opposing 
it, but in pointing out certain difficulties which it may encounter 
and mistakes which it should avoid. It differs from the old com- 
bination movement within the country in two important particu- 
lars. In the first place, it retains separate management, separate 
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control, and full competition among the miits within the great 
domestic market. In the second place, though the Webb Act al- 
lows combination with respect to marketing of American products 
m the foreign fields, it still retains a fair field for such American 
producers as do not care to enter the combine in the foreign field, 
and it leaves competition between American producers and 
foreign producers in the foreign field. It amounts practically to a 
substitution of a producers' selling agency for the independent 
middleman. It does not involve the elimination of the middle- 
man, if and when he is able to convince the American producer 
that he can perform services for him more efficiently than can 
the producers' selling agency. The opinion has been recently 
expressed by one of the leading export houses that so far as that 
house is concerned, it welcomes the new combinations, feeling that 
they will help advertise American products, and feeling sure also 
that the export house will get a considerable portion of the business 
even of the new combines. 

Where, however, the combines are organized on a vast scale 
involving practically all the producers in America, their power in 
the foreign market may become so great that counter-combina- 
tions on the part of other countries are readily invited. In par- 
ticular, it is probable, as seems already to have been the case in one 
important instance, that foreign combinations of buyers may be 
formed to meet the American combination of sellers. Where this 
is the case, a very significant change in the character of foreign 
commerce takes place. There is no longer a free, open market in 
which hundreds of buyers and sellers daily work out flexible ad- 
justments of prices, but rather the determination of prices becomes 
a matter of semi-diplomatic negotiations between high contract- 
ing parties. If both sides are reasonable, this may work out in 
much the same way that the free competitive market would work 
out, but there is a grave danger that in critical periods deadlocks 
may come, leading to prolonged negotiations during which a 
cessation or great restriction of production and export take 
place. 

On the other hand, where combinations under the Webb Act 
exist primarily for the pmpose of enabling individual American 
producers to enter unfamiliar fields which they could not enter if 
obliged to bear the whole marketing and advertising expenses 
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alone, real good may come from them» and at all events we may 
watch the new experiment with interest. 

Where Regulated Monopolt is Inevitable 

Monopoly, subject to regulation, is necessary in some cases. 
Unregulated competition between two parallel railway lines 
easily leads to a cut-throat competition which ruins one or the 
other. Unless railroads are fully utilized — ^a condition which 
rarely happens except under such unusual conditions as the war 
has brought about — additional traffic on a given line increases 
earnings faster than costs, as we have seen. Under these condi- 
tions, each road of the two competing parallel lines has a great 
incentive to steal business away from its competitor and to cut 
rates and to give rebates in the process. Similarly, the limitation 
of space in a city street would make it undesirable that there 
should be parallel competing street car lines. Competing tele- 
phone companies in a given city are an unmitigated nuisance. 
In these and other cases, there is virtually concensus of opinion that 
monopoly of some kind under regulation is necessary. 

Monopolt and Sociaubm 

But it is to be observed that, where monopoly of this kind is 
established, even under public regulation, a strong political tend- 
ency arises for a further step. The movement becomes strong for 
pvblic ownership^ as is instanced in connection with the American 
raiboad, telegraph, telephone and cable systems at the present time. 

There is a moral to be drawn from this fact by those who believe 
in the system of private property and free enterprise. Regula- 
tion of business by the government easily leads to the demand 
for further regulation, and finally for public ownership. If 
American business generally should organize into large combina- 
tions subject to regulation by the Federal Trade Commission, it 
would make easier the task of the socialist in his advocacy of the 
"next step." By and large, the assertion may be safely made 
that those who oppose socialism must accept competition. Com- 
petition is after all a better regulator of business than the Federal 
Trade Commission. In the special cases instanced above of 
special public utilities, we reluctantly give it as inadequate or 
undesirable, but for the general field of business, it is the one 
sure principle that can promise progress, efficiency, reasonable 
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prices, and continued freedom from governmental regulation with 
the danger of ultimate government ownership. 

Even for the railroads, the writer is convinced that private enter- 
prise is far preferable to government ownership. In a country 
whose general spirit is that of competition, we may rely upon 
enough impetus from the general business field to prevent stagna- 
tion in railroading under private monopoly subject to government 
regulation. The danger of stagnation under government owner- 
ship is less easily eliminated. Private enterprise has two great 
advantages in connection with railroading over public ownership, 
which must be strongly stressed: (1) The check of the balance 
sheet. A government can afford to run railroads ineflBiciently 
because it can make up the deficits through taxation, but private 
enterprise cannot. (2) A government railroad is much more 
exposed to unreasonable demands by labor than is a private 
railroad. But neither of these points, nor other undoubted evils 
of government ownership, can make a sufficiently popular appeal 
to give us certainty that government ownership of railroads can 
be averted. The writer feels reasonably sure of his generalization 
that the defenders of private property and free enterpirise must 
cling to the competitive principle as well, or else be imable to 
make adequate resistance to the socialist. Given competition, 
the present social order, even with its imperfections, is far better 
than any system which the socialist might propose to substitute 
for it. 

Competition is a term which is not always understood in the 
same way. To many critics of the existing social order, compe- 
tition appears as a dreadful nightmare, a bitter struggle for exist- 
ence in which the weak and helpless are ruthlessly crowded out. 
They see in it merely the social manifestation of the Darwinian 
principle of the "survival of the fittest" of "nature red in tooth 
and daw. " In point of fact, competition is not to be understood 
apart from what has been termed Vthe level of competition." 
Competition may take place with clubs, the stronger savage 
braining the weaker savage and taking his goods from him, but 
competition may also take place on a higher plane. A prize fight 
is a competition, but one subject to rules. The fighter must not 
hit below the belt, he must not use his teeth or his feet in the 
contest. Within the limits marked out by the rules, he may 
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exert himself to the utmost. War and diplomacy represent 
competitions subject to rules. A general may use heavy guns, 
as heavy as he can command; his men may shoot accurately; 
they may use the most powerful explosives; but they may not 
poison weUs or fire upon a flag of truce. A diplomat may bargain 
shrewdly for his country, but he must not treat a solenm treaty 
as a scrap of paper. It may indeed be said that the greatest sin 
against civilization is hitting below the belt, and that the great 
war which we have just fought through to victory has been 
fought to vindicate that principle; that Germany, who r^^orded a 
solemn treaty as a scrap of paper, who poisoned wells and fired 
on hospitals, is an outcast against which the whole world has 
allied itself. 

Similarly, in business competition, there is a social, moral and 
legal level of competition, enforced by trade practices, by public 
sentiment, and where need be by the law. Handicaps put equally 
on all competitors constitute a burden to none. If all are pro- 
hibited from employing unfair practices, none are handicapped. 
Unr^ulated competition may easily lead to sad conditions. Thus 
in the laundries of New York City some years since, women were 
working long houurs in wet cellars fiUed with steam. Pneumonia 
and tuberculosis were frequently found among them. Htmiane 
men, employers of these women, asked to better the conditions, 
correctly replied that they were helpless; that if they incurred the 
expense necessary to improve the conditions, they would have to 
raise their prices, and that they could not raise their prices without 
losing their customers. A solution was found in a new arrange- 
ment whereby all were required to improve the conditions and 
pass on the costs of the improvement to the public. Numerous 
applications of the principle can be found. The contention that 
competition should be the regulator does not mean that there is 
no function for the state or for public opinion or for morality. 
The level of competition itself must be subject to constant study 
and correction. But the function of the state in these matters 
should be largely that of an imipire setting the rules, seeing that 
they are adhered to, determining the level, but leaving the active 
business man free to make his own plans and contracts without 
regulation within the sphere of what is considered legitimate 
business. As the state goes further than this, it hampers initia- 
tive and enterprise, and it paves the way for socialism. 
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TN this discussion I hope to make it clear that Congress would be 
'^ justified at this time in conferring upon a federal administra- 
tive agency the power to determine in advance whether any given 
agreement or combination violates the rule <d the Sherman Law. 
Hius baldly stated the proposal may seem revolutionary. But it 
is not. It indicates nothing more than the next essential step in 
the evolution of federal legislation concerning the regtdation of 
competition. Such proposed legislation and control will bring us 
only half way to the goal of ultimate desire long since attained in 
England where the rule of law is the same as in the United States, 
where no regulation is established to administer the law, where 
violations of the law do not constitute crimes, and where infre- 
quent resort to the courts either by aggrieved persons or by 
the government conclusively proves that in practical application 
the law is in furtherance of and not in opposition to the public 
interest. 

What is the rule of the Sherman Law? In effect only this as 
presently interpreted, — ^that agreements unreasonably restraining 
trade are unlawful. English-speaking people can take no excep- 
tion to a rule of conduct so sound and so traditional. But in the 
United States the rule has been enacted in a federal statute which 
provides that violations thereof shall be deemed criminal offenses 
punishable by fine and imprisonment. No means are anjrwhere 
provided for finally determining, until years after any contract has 
been entered into, whether or not it violates the law. 

The courts alone can decide the question. If some years after 
an agreement has been made the courts hold that it did unreason- 
ably restrain trade, the crime has long since been irretrievably 
committed. A man knows definitely and certainly in advance 
that if he does certain things he commits murder and that he 
thereby becomes liable to the penalties prescribed by the criminal 
statute. Hence such a statute deters the conunission of the 

215 



216 



The Annals of the American AcADEinr 



crime of murder and is a wholesome statute. The facts consti- 
tuting imreasonable restraints of trade have not been and cannot 
be catalogued. The facts in one case might clearly constitute un- 
reasonable restraint of trade and the same facts in another case 
might constitute only a reasonable restraint or even no restraint 
at all. The result of such a state of complicated uncertainty is 
not only to keep men from violating the law, i.e., from entering 
into agreements unreasonably restraining trade, but to keep men 
from entering into any agreements restraining trade even though 
the. restraints be reasonable and therefore lawful. Lawful agree- 
ments are commendable. If fear of the law keeps men from enter- 
ing into lawful contracts the public interest is violated. The 
Sherman Law is the basis of such fear to a degree that cannot be 
overstated. It is, therefore, something more than a law — it is a 
power beyond the law. 

It is advisable, if not necessary, to find a way to avoid this ex- 
tra-legal violation of the public interest. I believe the way is 
clearly indicated. The legislative policy of Congress of the past 
few years indicates it; the attitude of our courts and commissions 
also points the way. The public is sympathetically awaiting 
remedial legislation. The department of the government charged 
with the duty of enforcing the law has accepted, by acquiescence 
at least if not otherwise, the judgment of parties to contracts re- 
straining trade to the effect that their particular contracts were not 
unreasonable restraints, and it has accordingly instituted no legal 
proceedings based thereon. Then too we are just emerging from 
the new experiences forced upon us by the war. We have new 
viewpoints. We have learned that prices can be fixed, production 
limited, territory divided, and many other things tending to re- 
strain trade can be done without loss of profit to the manufacturer 
or merchant, without injury to purchaser or consumer, and with- 
out causing either private or public injury. 

A brief review of our federal legislative history having to do 
with the Sherman Law, of the contemporaneous conduct of per- 
sons or corporations subject thereto, and of the attitude of the 
federal authorities charged with the enforcement thereof, will 
tend to establish the point stated in the opening sentence of this 
discussion. 
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The Sherman Law and Contemporary History 

The Shennan Law was enacted in 1890.^ Its prohibitions are 
contained in the first three sections. In order to avoid confusion 
of ideas it should first be stated that up to the year 1911 the law 
was interpreted by the Supreme Court as making unlawfid every 
contract restraining trade, but that in Standard Oil Company 
vs. United States, 221 U. S. 1, decided May 16, 1911, the court 
held the law to make unlawful only those contracts resulting in 
unreasonable restraints of trade. 

The first case decided by the Supreme Court directly involving 
the Sherman Law was United States vs. E. C. Knight Co., 156 
r. S. 1, decided January 21, 1895, in which the court held that 
under the facts in the case interstate commerce was not involved. 

The second case decided by the Supreme Court was United 
States vs. Trans-Missouri Freight Association, 166 U. S. 290, 
decided March 22, 1807. In its opinion in this case the court by 
a divided vote of five to four held : (1) That the act applied to and 
covered common carriers by railroad, and (2) that the agreement 
complained of by the government violated the provisions of theact. 

< For handy reference the Sherman Law is herewith reprinted: 

Sherman Law; or» Fbdebal Anti-Trttbt Law 

(Act of July 2, 1890; 26 Stat. 209) 

An Act to prated trade and eommeree againti unlawful restraints and monopolies. 

Section 1. Be it enacted by the Senate and House of Repreaentatives of 
the United States of America in Congress assembled. Every contract combina* 
Uon in the form of a trust or otherwise, or conspiracy, in the restraint of trade or 
commerce among the several States, or with foreign nations, is hereby declared 
to be iUegal. Every person who shall make any such contract or engage in 
any such combination or conspiracy, shall be deemed guilty of a misdemeanor, 
and, on conviction thereof, shall be punished by fine not exceeding five thousand 
dollars, or by imprisonment not exceeding one year, or by both said punish- 
ments, in the discretion of the court. 

Sec. 2. Every person who shall monopolize, or attempt to monopolise, or 
combine or conspire with any other person or persons, to monopolise any part 
of the trade or commerce among the several States, or with foreign nations, 
shall be deemed guilty of a misdemeanor, and on conviction thereof, shall be 
punished by fine not exceeding five thousand dollars, or by imprisonment not 
eirewling one year, or by both said punishments, in the discretion of the court. 

Sec. 8. Every contract, combination in form of trust or otherwise, or 
conspiracy, in restraint of trade or commerce in any Territory of the United 
Stutes ^ of the District of Columbia, or in restraint of trade or commerce 
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The agreement referred to was entered into by a number of rail- 
way companies operating in western territory. The preamble to 
the agreement recited that it was entered into ""for the purpose of 
mutual protection by establishing and maintaining reasonable 
rates» rules and regulations on all freight traflSc both through and 
local/' The carriers contended that the statute in declaring ill^al 
every agreement in restraint of trade, meant only such agreements 
as are in unreasonable restraint of trade. Answering the conten- 
tion, the court said : 

The term is not of such limited signification When» therefore, 

the body of an act pronounces as illegal every contract or combination ia re- 
straint of trade or commerce among the several states, etc., the plain and ordi- 
nary meaning of such language is not limited to that kind of contract alone which 
is in unreasonable restraint of trade, but all contracts are included in such lan- 
guage and no exception or limitation can be added without placing in the act 
that which is omitted by Congress. 

Every agreement in restraint of trade, whether the restraint was 
partial or complete, reasonable or unreasonable, was therefore 
held unlawful. 

In United States vs. Joint TraflSc Association, 171 U. S. 505, 
decided October 24, 1898, the Supreme Court sustained its ruling 

between any such Territory and another, or between any such Territory or 
Territories and any State or States or the District of Columbia, or with foceign 
nations, or between the District of Columbia and any State or States or foceign 
nations, is hereby declared illegal. Every person who shall make any such 
contract or engage in any such combination or conspiracy, shall be deemed 
guilty of a misdemeanor, and, on conviction thereof, shall be punished by a fine 
not exceeding five thousand dollars, or by imprisonment not exceeding <»ie year, 
or by both said punishments, in the discretion of the court. 

Sec. 4. That several circuit courts of the United States are hereby invested 
with jurisdiction to prevent and restrain violations of this act; and it shall be 
the duty of the several district attorneys of the United States, in their respective 
districts, under the direction of the Attorney General, to institute proceedings 
in equity to prevent and restrain such violations. Such proceedings may be by 
way of petition setting forth the case and praying that such violatiim shall be 
enjoined or otherwise prohibited. When the parties complained of shall have 
been duly notified of such petition the court shall proceed, as soon as may be, to 
the hearing and detenninatioh of the case; and pending such petition and before 
final decree, the court may at any time make such temporary restraining order 
or prohibition as shall be deemed just in the premises. 

Sec. 5. Whenever it shall appear to the court before which any proceeding 
under section four of this act may be pending, that the mds of justice require 
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in the Trans-Missouri case and held that thirty-one raihx>ad oom- 
panies, engaged in transportation between Chicago and the 
Atlantic Coast, which had formed an association and agreed that 
it should have jurisdiction over their competitive traffic and 
should fix rates, fares and charges, thereby violated the law. 

With these two decisions of the Supreme Court squarely deny- 
ing the right of interstate common carriers to establish rates and 
practices by agreement, it is' a noteworthy fact that the carriers 
discontinued the practice only for a brief period if at all. They 
found that it was practically impossible for them to conduct their 
business without agreements as to rates and practices. Certainly 
as early as 1906 the practice of making rates by agreement was 
again resumed and was continued up to the time the government 
took control of the railroads in December, 1917. The practice 
was at no time between 1898 and 1917, so far as I know, chal- 
lenged either directly or indirectly by the government, except 
incidentally in one proceeding. 

The reason why the Department of Justice failed to proceed 
against the carriers for rate-making by agreement after the deci- 
sions in the Trans-Missouri case and the Joint Traffic case, and 

that other parties should he hrought hefore the court, the court may cauae them 
to be aummoDed, whether they reaide in the district in which the court is held 
or not; and subpoeuaa to that end may be served in any district by the marshal 
thereof. 

Sec. 6. Any property owned under any contract or by any combination, or 
pursuant to any conspiracy (and being the subject thereof) mentioned in section 
one of this act, and being in the course of transportation from one State to 
another, or to a foreign country, shall be forfeited to the United States, and 
may be seised and condenmed by like proceedings as those provided by law for 
the forfeiture, seizure, and condemnation of property imported into the United 
States contrary to law. 

Sec 7. Any person who shall be injured in his business or property by any 
other person or corporation by reason of anything forbidden or declared to be 
unlawful by this act, may sue therefor in any circuit court of the United States 
in the district in which the defendant resides or \a found, without respect to the 
amount in controversy, and shall recover threefold the.damages by him sustained, 
and the coats of suit, including a reasonable attom^'s fee. 

Sec. 8. That the word "person," or "persons" wherever used in this act 
shall be deemed to include corporations and associations existing under or 
authorized by the laws of either the United States, the laws of any of the Terri- 
tories, the laws of any State, or the laws of any foreign country. 



280 'The Annals of the American Academt 

prior to the Standard Oil case, is unknown, but it would p 
not be far from the fact to say that such failure #as du 
recognition by the Department of the necessity of such m< 
rate-making by the carriers, and to the Department's be 
the public interest was best served by failing to prosecut' 

Modi/tcatwn of the Law by Acta of Congreaa 

1. The Panama Canal Act, approved Mardi 4, 19] 
tained a provision prohibiting a railroad company from 
any intwest in a competitive water line, but fiurther provit 
the Interstate Commerce Commission was empowered to 
the continuaticm of aby such ownership if it found that tl 
line was being operated in the public intoest, was of ad 
to the convenience and commerce of the pet^le, and t 
continuance of sudi ownership would not exclude, pre 
reduce competition on the water route. It is doubtful ' 
Congress had evo' before recognized the principle that c 
tion may be entrusted to relation by an administrativ 

2. The Federal TVade Commission Act of September 2 
declared that unfair methods of competition in commer 
unlawful, established tjie Federal Trade Commission, a 
feared upon it the power to administer the law. There ap 
this broad grant of power full and complete recognition I 
gress of the principle that competition should not as a m 
right be free, but that it should be restricted and subj< 
regulation. The commission was authorized to file a co 
against any person, firm or corporation deemed by it to 1 
any unfair method of competition if it appeared to tjie con 
that the filing of such a complaint would be in the interes 
pubUc. The ctnmnission was not required to deal witl 
methods merely trivial in character or affecting only in< 
or selfish interests. Its functions were to be exercised onl 
regulation of such competition as affected the public. Tl 
ciple thus recognized by Congress is in effect the same 
recognized by the Supreme Court in the Standard ( 
wherein it was held that contracts that did not unrea 
restrain trade, that is contracts not harmful to the publ 
lawful. 

While considering the Federal Trade Commission Law 
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be appropriate to observe that the act places no limit upon the 
power of the Federal Trade Commission to determine as a matter 
of fact what is and what is not an unfair method of competition. 
The standard established by the Federal Trade Commission Act 
is no broader, however, than the standards established in Sec- 
tions 1 and S of the Act to Begulate Commerce, declaring that all 
rates must be reasonable and not unduly prejudicial. The broader 
the standard, the less the difficulty of administration. In these 
two laws as well as in many others Congress has recognized the 
difficulty of limitation and definition. No catalog of specific acts 
could possibly be made which would clearly define either an im- 
fair method of competition, a just and reasonable rate, or an 
unjust discrimination. 

8. The Clayton Law, approved October 15, 1914, is defined in 
Section 1 thereof to be an anti-trust law. It establishes standards 
in that it declares to be unlawful : 

(a) Price discrimination; 

(b) Tying contracts; that is, sales agreements made with the 
understanding that the purchaser shall not use the goods, wares 
or merchandise of h competitor; 

(c) Stock ownership of one corporation in another; 

(d) Interlocking of directors. 

Again in the Clayton Law the public interest is emphasized, for 
its prohibitions apply only in cases where the things forbidden 
would restrain commerce or tend to create a monopoly. 

Authority to enforce compliance with the provisions of this 
law is vested in the Interstate Commerce Commission where 
applicable to common carriers; in the Federal Reserve Board 
where applicable to banks; and in the Federal Trade Commission 
where applicable to all other branches of commerce. 

In addition to establishing these standards, the Clayton Law 
amends the Sherman Law in that it declares (Section 6) : 

That the labor of a human being is not a commodity or article of commerce. 
Nothing contained in the anti-trust laws shall be construed to forbid the existence 
and operation of labor, agricultural, or horticultural organizations, instituted for 
the purposes of mutual help, and not having capital stock or conducted for a 
profit, or to forbid or restrain individual members of such organizations from 
lawfully carrying out the legitimate objects thereof; nor shall such organizations, 
or the members thereof, be held or construed to be iUegal combinations or con- 
spiracies in restraint of trade, under the anti-trust laws. 
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4. The Sundry Civil AppiopriaticHis Act, effective July 1, 1916, 
making appropriations for governmental expenses, contains the 
following provision with reference to appropriations for the De- 
partment of Justice in the enforcement of the anti-trust laws : 

Provided* however, that no part of this money shall be spent in the prosecution 
of any oiganisation or individual for entering into any combination or agree- 
ment having in view the increasing of wages, shortening of hours or bettering 
the conditions of labor, or for any act done in furtherance thereof, not in itself 
unlawful: provided further, that no part of this appn^riation shall be expended 
for the prosecution of producers of farm products and associations of farmers who 
co(4[>erate and organise in an e£Fort to and for the purpose to obtain and maintain 
a fair and reasonable price for their products. 

It is understood that the same provision has been carried in 
each subsequent sundry civil bill making the same appropriation 
carried in aU appropriation bills. The apparent purpose of this 
legislation is to grant still further exemption of labor from the pro- 
visions penal and otherwise of the Sherman Law. Congress would 
no doubt justify this exemption on the ground that it was in the 
public interest. This provision also goes so far as to recognize 
the validity of agreements made by farmers for the purpose of obtain^ 
ing and maintaining fair and reasonable prices for their products. 
Here Congress recognizes that it is in the public interest that pro- 
ducers be permitted to obtain fair and reasonable prices for the 
things produced, — or to state it conversely, that it is against the 
public interest for a person to sell his products at less than fair and 
reasonable prices. It is to be noted, however, that cooperation 
among farmers directed toward obtaining and maintaining prices 
that are higher than fair and reasonable prices is not exempted 
from the provisions of the Sherman Law. 

5. By amendment to the Federal Reserve Act, September 7, 
1916, national banks were given authority, subject to regulation 
by the Federal Reserve Board, to co5perate with each other in 
conducting banking business in foreign countries. 

6. Effective the same date, the Shipping Board Act authorized 
American steamship lines to enter into such agreements fixing 
rates or restricting competition, as are approved by the Shipping 
Board and found by it not to be in violation of the standard es- 
tablished by the act, — ^that is, not to operate to the detriment of 
American commerce. 
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7. The Webb-Pomerene Act, approved April 10, 1918, exempts 
from the provisions of the Sherman Law contracts, agreements or 
combinations among persons or corporations doing business in 
the United States for the purpose of conducting export business 
only. This act specifically states that its provisions must not be 
used ''artificially or intentionally'' to affect domestic business. 
It also confers jurisdiction upon the Federal TVade Commission 
to supervise the conduct of export associations and their members, 
and applies the rule against unfair methods of competition to the 
conduct of export associations as related to American competitors 
in foreign markets. The Webb-Pomerene Law directly repeals 
the Sherman Law in so far as export business is concerned. 

8. The United States in assuming control of the railroads ac- 
complished one main purpose, viz., the unrestricted interchange- 
able use of the carriers' facilities. Under the law as it existed 
prior to the time the government assumed control of the railroads 
it would have been impossible for the responsible officers of trans- 
portation companies to permit the use of their terminal facilities 
by competitors or to allow diversion of traffic from their own to 
competitive lines. . The Honorable Edgar E. Clark of the Liter- 
state Commerce Commission recently recommended to the 
Senate Committee on Literstate Commerce the revision of limi- 
tations upon united and cooperative activities among common 
carriers with a view to eliminating wasteful and unduly expensive 
comi)etition in rates and service. No man in public life is in 
better position than Mr. Clark to judge of the necessity for such 
legislation. 

It may also be observed that the Department of Commerce in 
its active readjustment program for lines of general industry is 
likewise urging that competitors coOperate subject to certain 
regulation by the Department. 

9. One of the provisions of the act of March 21, 1918, to pro- 
vide for the operation of transportation systems while under 
federal control reads as follows : 

In determining any question concerning any such rates, fares, charges, 
daasifications, regulations, or practices or changes therein, the Interstate Com- 
merce Commission shall give due consideration to the fact that the transporta- 
tion systems are being operated under a unified and coordinated national 
control and not in competition. 
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This provision seems to be another dear congressional recognition 
of the fact that competition may go to midue ends, and that it is 
not against the public interest for the carriers while united to make 
a higher charge for a service rendered than they had previously 
made under the compulsion of competition. 

10. The Income Tax Law, approved September 8, I9I69 sec- 
tion 801, provides that it s]jall be unlawful for any person export- 
ing articles from any foreign country into the United States, under 
circumstances therein set out. to seU such articles at a price sub- 
stantially less than the market value thereof, if the object is to 
destroy or injure an industry in the United States, or to prevent 
its establishment here, or to restrain or monopolize the trade in 
such articles in this country. Again we have in this law congres- 
sional recognition of the fact that prices may be made so low as 
to violate the public interest. 

11. Another recognition of the same principle is found in the 
Lever Law, approved August 10, 1917, enacted "to provide fur- 
ther for the national security and defense, by encouraging the 
production, conserving the supply, and controlling the distribu- 
tion of food products and fuel." The law provides among other 
things that: 

In fixing maximum prices for producers, the Commission (Federal Trade 
Commission) shaU allow the cost of production including the expense of open- 
tion, maintenance, depreciation and depletion, and shall add thereto a just and 
reasonable profit. 

In fixing such prices for dealers the Commission shall allow the cost to the 
dealer and shall add thereto a just and reasonable sum for his profit in the 
transaction. 

12. The Committee on Merchant Marine and Fisheries of the 
House of Representatives in a public report has expressed broad 
views on the general subject. The court in the United States vs. 
Hamburg-American S. S. Line, 216, Federal Beporter 971, said: 

The main subject matter of the controversy, viz., the controlling of transpor- 
tation so as to allot proportionate shares of it to the different defendants who 
are in the combination, has recently been most exhaustively considered by the 
standing committee on Merchant Marine and Fisheries under resolutions of 
the House of Representatives in Congress. It is manifest from its report that 
the committee had before it substantially the same evidence which is contained 
10 the record in this case. There is nothing to add to the elaborate presentation 
of all sides of the controversy which will be found in that report, and we find it 
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most pemiMiye to the concluiion that, m view cxf the peculiarities of ocean 
transportatioii, the method adopted by the defendants — if purged of its obnaz** 
ious feature, the ''fighting" ahip — ib a reasonable one, which, so far from r&> 
straining trade, really fosters and protects it, by giving it a stability which in- 
sures more satisfactory public service for all concerned. Without this method, 
or KMnething like it, there would be, in the language of the conmiittee, one or 
other of two results: 

The lines would either engage in rate wan which would mean the elimination 
of the weak and the survival of the strong, or to avoid a costly struggle they 
would consolidate through common ownership. Either would me«a monopoly 
faDy as effective, and it is believed more so, than can exist by virtue of (this) 
ftgreement. 

It seems, therefore, that this particular combination comes fairly within the 
erception to a strictly literal construction of the statute, which is indicated in 
the Standard Oil and Tobacco 



This review of the attitude of Congress during the past few 
years as to the Sherman Law clearly establishes that the view of 
Congress as to the public interest has materially broadened; that 
Congress no longer feels that unrestricted competition is war- 
ranted as a governmental policy, and that regulation not only of 
restraints on competition but of restraints on contracts can well 
be entrusted to administrative bodies. 

Modifieaiian of the Sherman Law by War-Time Adwiiies 

The creation of the price-fixing committee of the War Indus- 
tries Board was not specifically authorized by statute but the com- 
mittee was the outgrowth of the necessities of the situation. 
Neither was there any law authorizing the fixing of prices on many 
articles or comanodities the prices of which were controlled directly 
or indirectly by the committee. In very large measure the prices 
fixed by the committee were determined or suggested by the pro- 
ducers or manufacturers. The government also placed many 
restrictions upon manufacturers and producers as to sizes, styles^ 
amount of material permitted to be used, as well as limitations 
upon markets. Due to the controls so set up, the regulation of 
prices, production and markets was carried out in a manner satis- 
factory not only to the industries concerned but to the public at 
large. 

In addition to such form of regulation, the government required 
of various industries as a war measure that they spend vast sums 
of money on existing plants in additions and improvements and 

10 
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in the construction and equipment of new plants. It was inevita- 
ble that at the dose of the war, whenever that event might occur, 
there would be vast sums of money invested in the various indus- 
tries affording productive capacity which would not thereafter be 
needed, and which would almost certainly menace the industrial 
peace of the nation. That there has been no panic since the sign- 
ing of the armistice is a tribute to the good sense and sane judg- 
ment of the business men of the coimtry. How long they will be 
able to hold the situation in check cannot be known, but it seems 
certain that sooner or later the government must act in the public 
interest, at least to the extent of permitting competitors to agree 
to restrict production. 

Suggested Remedy for Sherman Law Evils 

The remedy here suggested for the evils resulting from the Sher- 
man Law is that Congress authorize an administrative body to 
determine in advance whether or not agreements between com- 
petitors in restraint of trade are or are not lawful. Let us see 
how such regulation would work in a concrete case. For example, 
take the coal-mining industry. It is a natural resource industry, 
and as such is a special care of the state, because it exhausts a 
supply that can never be replaced or restored. The Lever Law, 
approved August 10, 1917, was enacted "to provide further for 
the national security and defense by encouraging the production, 
conserving the supply, and controlling the distribution of food 
products and fuel.'* For twenty-five years prior to the war, with 
only two or three brief periods of prosperity, the coal industry 
wi^ in a deplorable condition, due almost entirely to the fact 
that the capacity of the mines was largely in excess of that re- 
quired to produce the coal that the people of the country con- 
sumed. Great as was that capacity, it was insufficient to meet the 
war-time demands made by the government upon the industry. 
Under the stimulation of the Lever Law, inspired by patriotic 
motives of the highest order, and being fully cognizant of the 
additional burden they would have to carry after the war as a 
result of increasing their productive capacity, the coal operators 
of the country responded to the demand of the President and the 
United States Fuel Administrator, and increased both capacity 
and output beyond all figures ever before known, only to find 
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themselves today face to face with an economic crisis that cannot 
be permanently averted without Congressional action. If agree- 
ments among competitors fixing prices, curtailing production, 
and limiting territory in which they may sell their products may 
be entered into with impunity, the problems of the coal operators 
and of those interested in many other lines of industry can, with 
the assistance of the government, be easily solved. 

Assume that by authority of Congress coal operators were 
permitted to enter into agreements in restraint of trade subject 
to approval by an administrative agency of the government and 
to r^ulation by it. Assume that the administrative agency had 
found a particular agreement to be only in reasonable restraint 
of trade and therefore approved it in the public interest. As- 
sume further that the agreed prices yielded the operators only a 
fair and reasonable profit enabling them to pay the miner fair 
wages and to sell their coal at a cost that was not imreasonable 
to consumers thereof. And finally assume that the over-capacity 
of the mines in the absence of the approved agreement would have 
resulted in irregular running time, unemployment and consequent 
labor disturbances, cut-throat competition and financial loss to 
the industry as a whole and irreparable damage to coal-mining 
communities. 

Under these assmnptions it is fair to conclude that the follow- 
ing among other results would be accomplished in the public 
interest if the agreements were permitted by the regulating body 
to become eflfecti ve : 

1. There would be conservation of natural coal resources. 
With a fair margin of profit allowed the operator, the temptation 
to mine coal as cheaply as possible without r^ard to conserva- 
tion methods would be largely overcome. I have been reliably 
informed that one large operating company, knowing that the 
price of its output as established by the United States Fuel 
Administration would yield a fair margin of profit, adopted meas- 
ures of conservation that increased the percentage of realization 
of the natural resources in the groimd from an average 70 per 
cent thereof mined under pre-war competitive conditions to 82 
per cent thereof produced under governmental regulation. 

2. Conservation of health and life of the miners would be pro- 
moted by the ability to adopt more careful methods of operation 
and to install modem and improved machinery. 
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S! Better preparation of coal by deaning would be insured. 
Slate, rock and other impurities would be removed at the mine. 
This would avoid the use of the carriers' transportation facilities 
to the extent of the bulk and weight so removed, and would tend 
to relieve car-shortage and would materially decrease transpor- 
tation charges. 

4. Cleaning the coal would also result in greater cleanliness in 
firing and would reduce the consumers' expense of operation, 
maintenance and repairs. 

5. Greater attention could also be given to preparation of sizes 
to suit the demands of consumers whose plants are equipped to 
handle only certain sizes of coal. 

6. The profit to the operator would be in the public interest. 
It is now conceded to be in the interest of the public that goods 
and products be sold and handled so as to jdeld a margin of profit. 
It is considered to be against the public interest to compel or 
even to permit competitive prices tp become so low as to be less 
than the cost of manufacturing or producing. This principle has 
been recognized by the Federal Trade Commission in several 
complaints it has filed. In complaints filed against the manufac- 
turers of mail chutes the only violation of law alleged by the com- 
mission is that an unfair method of competition was used by the 
manufacturers in that they sold and are selling their product ''at 
and for a price which is less than the cost of producing the same." 

7. Curtailment of production would not be so handled as to 
shut down completely any mine desiring to operate, but would 
equitably distribute the burden of lack of business among the 
operators. 

8. Regulation of production would also permit the seasonable 
handling and movement of coal, allowing it to move regularly 
throughout the year, making provisions for storage, r^^arity 
of production, distribution and supply. 

9. Labor would be afforded regular, if not daily employment, 
and at living wages. 

10. Coal operators working under such governmental r^^ula- 
tion would be in position to coSperate with the common 
carriers serving their mines. This would result in minimiring, 
if not elinoinating, car-shortage periods and congestion of the 
tracks and facilities of the carriers. 
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11. The establishment of zones would keep lower grade coals 
nearer points of production and permit wider and pa'haps un- 
limited movement of special quality coals, such as cannel» smith- 
ing, smokeless and anthracite. This would avoid cross-hauling 
with all its attendant economic evils. 

12. The government is obviously interested these days in the 
substantial prosperity of all lines of industry. It derives the 
money with which to discharge its vast financial obligations in 
part from income and excess profits taxes and in part from the 
sale of bonds. If the coal industry, for example, does not prosper, 
the government's revenues realized from income taxes paid by 
coal companies will be small indeed and its revenues from excess 
profits taxes will be so small as to be negligible. Unless the in- 
dustry prosi>ers it will have no money with which to buy bonds. 

All of the results above eniunerated may reasonably be ex- 
pected to flow from the regulation suggested and are all in the 
public interest. 

The proposed legislation conferring authority upon an admin- 
istrative body to approve or disapprove in advance agreements in 
restraint of trade would be in accord with our well-defined l^is- 
lative policy. The rule of the Sherman Law is not.objectionable. 
Repeal of the criminal provisions of the Sherman Law would be 
an obvious remedy for its resulting evils, but such amendment 
would not be in accord with our legislative policy and is therefore 
not suggested. The administrative body authorized to approve 
such agreements would naturally be composed of men well versed 
in business affairs and the laws applicable thereto. Their views 
concerning questions of public interest would be broad, and could 
reasonably be expected to be sympathetic. Their decisions could 
keep abreast of national policy much more easily than could legis- 
lative enactment. The facts constituting violations of the law 
would be made known in advance to all concerned and the 
extra-l^al restraints upon lawful enterprise would disappear. 
The Federal Trade Commission in the nature of things is the 
agency to which the suggested authority should be entrusted. 
Though its jurisdiction would thereby be enlarged, its functions 
would not be materially changed. The Commission already 
possesses ample jurisdiction concerning trade practices. Agree- 
ments in restraint of trade, whether they be lawful or unlawful. 
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are so closely related to trade practices that it would be folly to 
create a new or a different body to administer the proposed 
new law. 

The condition in which business finds itself at the present 
time is not substantially different than it was when President 
Wilson addressed Congress, January 20, 1914, recommending 
the enactment of the Federal Trade Conmiission Law. The 
President then said: 

And the business men of the country desire something more than that the 
menace of legal process in these matters be made explicit and intelligible. 
They desire the advice, the definite guidance and the information which can be 
supplied by an administrative body, an interstate trade commission. 

The opinion of the country would instantly approve of such a commission. 
It would not wish to see it empowered to make terms with monoply or in any 
sort to assume control of business, as if the Government made itsdf responsible. 
It demands such a commission only as an indispensable instrument of informa- 
tion and publicity, as a clearing-house for the facts by which both the public 
mind and the managers of great business undertakings should be guided, and 
as an instrumentality for doing justice to business where the processes of the 
courts or the natural forces of correction outside the courts are inadequate to 
adjust the remedy to the wrong in a way that will meet all the equities and 
circupostances of the case. 

Congress in response to this recommendation of the President 
enacted the Federal Trade Commission Law and conferred upon 
the commission thereby created the broad powers herein above 
referred to. 

The language of the President above quoted is equally appli- 
cable to existing conditions. Ours is a government of laws and 
not of men. K the principles upon which our legislative policy 
is based are sound, men of integrity, ability and vision can be 
found to administer these laws. The Federal Trade Commission 
as an institution is in accordance with current legislative policy. 
It is the judgment of many men whose opinions are entitled to 
respect that the Federal Trade Commission should be enlarged 
to not less than nine members, and that upon such enlarged com- 
mission Congress would be justified in conferring these additional 
powers of regulation. 



The Advantage of Preventing Unfair Competition 
through an Administrative Body 

By W. H. S. Stevens, Ph.D. 

Washington, D. C. 

f N a study of the Federal Trade Commission and Clayton Acts 
^ made shortly after their passage,^ the writer, taking a gen- 
erally favorable view of the legislation, expressed two opinions. 
The first was that perhaps '^the most important power of the 
conunission and the one most likely to make it an important ad- 
ministrative authority was that over unfair competition." The 
second was to the effect that there was some administrative 
advantage in preventing unfair methods of competitipn through 
the commission with direct and final appeal to the Circuit Court 
of Appeals instead of leaving the enforcement to the ordinary 
mechanism of the Department of Justice and the courts. The 
conclusions thus expressed are, in the light of subsequent events, 
far from requiring any modification. On the contrary the scope 
of the commission's work and the results obtained by this body 
serve to emphasize their correctness and impress upon one the 
sound wisdom of the legislation which provided for administra- 
tive control of unfair methods of competition. 

Of the fact that the legislation was needed there can be little or 
no doubt.' The volume of applications for complaints which has 
been received by the commission is alone, in^all probability, suffi- 
cient evidence of this fact.* If this is not a satisfactory criterion 
any survey of the character of the complaints issued will convince 
unprejudiced persons. While this is perhaps not the place for 
indicating the nature of the methods against which the commis- 

^ Stevens, the Trade Commission Act, American Economic Review, December, 
1914. Vol. IV, p. 840, the Qayton Act ibid. Mch. 15, Vol. V, p. 88. 

' Cf. arguments of the writer over legislation on this subject in Articles on 
Unfair Competition in Political Science Quarterly, June and September, 1914, 
Vol. XXIX, pp. 282 and 460. 

* Up to November 21, 1918, about four years after its creation, the commis- 
sion had received 876 applications for complaints, a rate of approximately 225 
a year. Cf. W. B. Colver, Chairman, Address before the American Specialty 
Manufacturers' Association, Cleveland, November 21, 1918, 
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sion has taken action, it may not be inappropriate to enumerate 
some of them for the benefit of those who may be unfamiliar with 
the activities of this body in this direction. In the fiscal year 
ending Jmie SO, 1918, the conmiission issued 15S complaints cov- 
ering a wide variety of unfair practices. These included, among 
others, exclusive contracts, maintenance of resale prices, com- 
mercial bribery, threats of patent infringement suits, passing off, 
misrepresentation, false advertising, accumulative rebates, tying 
contracts, intimidation of competitors and customers of competi- 
tors, inducing cancellation of orders of customers from competi- 
tors, bogus independents and manufacturers' guarantees ugainst 
declines of dealers' stocks. 

Assuming, therefore, that the legislation was necessary, any one 
of at least three methods of procedure might conceivably have 
been adopted by Congress for the elimination of these abuses. 
In the first place unfair methods of competition mi^t have been 
declared unlawful and the injured individual or organization given 
a private right of action against the offending party, permitting 
him to sue for an injunction and also for the damages sustained as 
a result of the alleged unfair acts. 

Court Decisions on Unfair Competition 

The objections to such a form of procedure are fairly obvious. 
The most important one, perhaps, is the construction and inter- 
pretation which might be placed upon such an act by the courts. 
Prior to the passing of the Federal Trade Commission Act th^e 
was, it should be borne in mind, a considerable body of dedsions 
on the matter of unfair competition. Broadly speaking, such de- 
cisions were of two classes, i.e., those rendered under the old 
common law and those handed down in connection with cases 
under the Sherman Act. The common law decisions, however, 
related very largely to such matters as passing off, misrepresenta- 
tion, etc., and while the course of these decisions, especially in the 
last ten years, had shown some tendency towards the expansion 
of this classification, the common law interpretation of unfair 
competition was, after all, a decidedly restricted one. FoUowing 
the passage of the Sherman Act the legal significance of unfair 
competition may be said gradually to have broadened to indude 
a number of methods which were frequently employed by lai^ 
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and powerful argamzations for the purpose of cruahing their com- 
petitofs. Repeatedly the courts of the United States enjoined 
these practices upon the sound theory that they restrained trade 
and resulted in monopoly. 

The methods thus prohibited by the courts in the Sherman Act 
cases differ from those forbidden in actions under the old common 
law perhaps chiefly in the fact that they usually involved no ele- 
ment of moral turpitude. In the old common law cases on unfair 
competition such factors as fraud, deceit and misrepresentation 
were present in probably the majority of instances, and in all the 
balance the invasion of a competitor's leggl rights. The acts pro- 
hibited under both the common law and Sherman Act rules re- 
sulted in injury to comi>etitors, but the bases upon which the 
methods were prohibited were different. In the old common law 
cases the element of moral turpitude or the invasion of a com- 
petitor's legal rights were in practically all cases responsible for 
the court's injunction; in the cases under the Sherman Act the 
fact that the acts resulted in restraint of trade or attempted a 
monopoly led to the injunctions. In other words, even though it 
be admitted that a considerable expansion took place in the law 
of unfair competition in more recent years, doubt may be ex- 
pressed as to whether, under the decisions of the courts up to the 
time of the passage of the Federal Trade Commission Act, it 
would have been possible to have secured a judgment in any 
court against any practice that did involve at least one of the 
above mentioned elements, i.e., moral turpitude, the invasion of 
a comi>etitor's legal rights or restraint of trade and monopoly; 
and this was probably true even thgugh it might be clearly shown 
that the method in question adversely affected competitors. 

Pbevention Through Private Right of Action 

The courts, as everybody knows, are somewhat slow to change. 
They are and should be conservative and for this reason alone, if 
for no other, the wisdom of simply forbidding unfair methods of 
competition and leaving to the individual the entire matter of en- 
forcing his rights imder such a statute would be open to serious 
^ question. The law is a process of evolution. It changes slowly 
)(and while it is quite possible to grant that the courts ultimately 
Awill develop in all cases a body of law that leaves little to be de- 
flsired from the standpoint of justice, it requires years, decades and 
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even centuries at times for this evolution to take place. To have 
employed the method imder discussion for the purpose of prevent- 
ing imfair methods of competition would have been to run the 
grave danger of a somewhat narrow and restricted construction of 
this term which might continue for many years during which the 
judicial interpretation of the act slowly evolved. 

Secondly, under this method of enforcement the matter of con- 
struction must necessarily have been left in the hands of a consid- 
erable nuniber of courts, either district courts or circuit courts of 
appeal. Since one court is more conservative or more progressive 
than another, there is grave probability that no consistent con- 
struction of the law would have appeared for some time since each 
court would arrive at its conclusions independently upon the basis 
of the facts before it. These facts would vary from district to 
district and the theories of the parties in the cases involving the 
same points before different courts would necessarily show the ut- 
most diversity. Because of this situation different courts might 
arrive at diametrically opposite conclusions in cases involving 
the same methods and practices. The law as a consequence 
would in all probability be in a state ct considerable confusion for 
some time in the future. 

The third and most important objection to the method of pre- 
venting unfair methods of competition through the private right 
of action lies in the difficulty which the private individual would 
have in procuring the necessary evidence in a great many cases. 
The organizations most likely to suffer from imfair practices are 
the small and weak though often efficient concerns struggling for a 
market. Many unfair practices involve the most complicated sets 
of economic facts — costs, profits, margins, stocks on hand, produc- 
tion, sales, prices, etc. The small organization cannot usually com- 
mand the legal processes necessary to obtain these facts and even 
if it could, its financial resoiurces are seldom such as to enable it to 
do so or to seciure the legal, economic, accoimting and statistical 
assistance frequently necessary to enable it properly to prepare 
and present its case before the court. In a good many instances it 
cannot be doubted that competitors submit to practices which 
they consider objectionable and unfair simply because they know 
that it would involve so heavy an expense to contest them without 
any certainty of their being able to win their cases. 
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Finally, and by no means the leajst important consideration 
against the method of private right of action, is the fact that 
methods of competition very frequently involve matters of 
grave public interest which makes desirable aflirmative action by 
the government itself to protect the public interest. 

For the reasons enumerated, therefore, it may be greatly doubted 
that any adequate protection would be afforded to the relatively 
small organization against the unfair practices of competitors, 
could injured parties only secure protection against such methods 
through private right of action^. It may therefore be concluded 
that the results obtainable by the above mentioned method of 
procedure in unfair method of competition cases would be far from 
satisfactory. 

Prevention Through Department of Justice 

A second method of procedure which might conceivably have 
been attempted for preventing and eliminating imf air methods of 
competition would have been to turn this whole matter over to the 
Department of Justice under a method of procedure similar to that 
employed in handling violations of the Sherman Act. Such 
an arrangement would imdoubtedly possess important advantages 
as compared with the private right of action in preventing unfair 
methods of competition. 

In the first place the general public interest would be better 
safeguarded by provision for afiSrmative governmental action than 
would be the case were the right of action merely a private matter. 
Secondly, there would not exist that same lack of adequate protec- 
tion to smaU organizations on accoimt of the expense involved in 
the prosecution of private suits as would obtain where such suits 
were the sole protection against unfair methods of competition. 

^ Some indication of the possible lack of effectiveness of the private right 6t 
action alone or compared with administrative action may perhi^M be obtained 
by considering the results of the operation of Sections 2 and 8 of the Clajrton Act 
which forbid price discriminations and exclusive and tying arrangements respec- 
tively, both of which methods may properly be regarded as unfair methods of 
competition. The act also gives parties suffering from these methods a private 
right of action with treble damages for injuries suffered in addition to the au- 
thority which the Trade Conunission has to prohibit these practices. A very 
considerable number of complaints have been issued by the commission under 
these two sections but the proportion of suits which have been brought by in- 
dividuals are exceedingly few. 
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Despite these obvious advantages in favor of the method under 
discussion as compared with the method of enforcement through 
the individual right of action, many of the same objections as were 
suggested to the latter course of procedure may also be raised 
against the former. 

The Department of Justice is primarily and in the last analysis a 
legal organization. It would appear reasonable to expect, there* 
fore, that th^ construction and interpretation of the term ** unfair 
methods of competition'' adopted by such an organization would 
be very similar to that of the courts. It would also appear not in- 
correct to assimie that the concepts and ideas of this department 
with reference to this matter would, relatively speaking, enlarge 
but slowly as the writer has indicated would probably be the case 
were the construction of this act left entirely in the hands of the 
courts. Moreover, if as is the case with the Federal Trade Com- 
mission Act final decision as to the legality of various practices 
rested with the Circuit Court of Appeals except upon certiorari^ 
there would almost of a certainty exist the same confused state of 
the law owing to different decisions in different jurisdictions on the 
same method of competition as would exist were it attempted to 
prevent imfair competition through the private right of action. 

Such a possible conflict in decisions, however, would probably 
exist to a less extent under enforcement through the department 
than under prevention by private right of action owing to the 
fact that one central organization, the Department of Justice, 
would handle all cases and would presiunably be obliged to de- 
velop a certain logical theory or theories of this law which would be 
consistently employed in the preparation and trial of cases in 
which the department took action. This is an advantage of no 
little importance in favor of this method as compared with the one 
previously discussed. At the same time, as already indicated, 
many of these cases involve numerous economic, accounting and 
statistical as well as legal principles and facts and even the De- 
partment of Justice is not well equipped to handle the first three 
matters. Moreover, the Department of Justice has no such 
broad visitorial powers or authority to obtain reports as is pos- 
sessed by the Federal Trade Conunission. These powers enable 
the latter body before the actual trial of cases to obtain access to 
correspondence, production, cost, sales, price and other records 
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both of the party complained of and its competitors and also to 
require reports covering any material factor not only relating to 
the business of the party complained of but also the business of its 
competitors. It is, of course, possible for the department to sub* 
poena witnesses in court, to caU for the production of books and 
papers, etc., etc., but the legal rules in regard to subpoenas are 
rather strict. A subpoena, in order to be good, must as a rule 
be reasonably specific; the documents requested must be shown 
to be relevant and the amount of data required to be produced 
must be not unreasonable. Subpoenas are not issued for docu- 
mentary data merely for the purpose of determining whether or 
not certain evidence is contained therein. In other words, sub- 
poenas issued for the purpose of enabling a ''fishing expedition'' 
are not granted by any court. 

Without ability to go directly to correspondence files, accounts, 
records, etc., and to go through them as thoroughly as may be 
necessary in order to determine the effect of a particular practice 
or practices, any organization is likely to be greatly handicapped 
in determining the fairness or imfaimess of particular methods. 
While a certain amount of such work can be done through the use 
of subpoenas, it is not always possible on account of the techni- 
calities in connection therewith so to draft such subpoenas as to 
secure the information required. Moreover it frequently re- 
quires a broad general grasp of economic principles as well as 
expert accounting and statistical analysis to determine what 
facts are to be looked for and where they are to be found and how 
they should be analyzed, — ^for in many cases the concerns them- 
selves would be imable to advise either as to what data to obtain 
or methods of analysis to employ in order to show the effects of 
certain practices. 

All these facts would appear to be against the placing of juris- 
diction over unfair competition in the hands of the Department of 
Justice rather than in those of an administrative body. The 
fact that the department possesses no force of economic, statistical 
and accounting experts would seem to argue that there might be a 
n^lect of these economic, statistical and accounting aspects and 
elements in the determination of unfair methods of competition. 
The department's lack of broad visitorial powers would inevitably 
tend to emphasize this possibility for the reason that in the ab- 
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sence of such powers it is frequently impossible to obtain the 
requisite, economic, statistical and accounting facts necessary to 
prove the effect of various practices upon competitors. More- 
over, the inability of the department to require statistical account- 
ing and other reports from concerns not parties to complaints 
would be certain greatly to handicap it in procuring the best 
evidence in many cases as to the effect of certain methods. 

Prevention Through an Administrative Body 

The third possible course of procedure that was open to Con- 
gress for preventing imfair methods of competition was to do 
exactiy what was actually done, i.e., place the authority to enforce 
the act in the hands of an administrative body. The Federal 
Trade Commission Act declares imfair methods of competition to 
be unlawful and lays upon the Federal Trade Commission the 
duty of preventing the same. 

When the commission believes that an organization is utilizing 
an imfair method of competition and it appears to it that a pro- 
ceeding in this respect would be in the interests of the public, the 
commission issues and serves a complaint stating the charges and 
giving notice of a hearing at least thirty days after service. The 
party complained against has the right to appear and show cause 
why an order should not be entered requiring him to desist from 
the violation of law charged in the complaint. Any party, upon 
good cause being shown, may be aUowed by the commission to 
intervene and appear. 

B, upon hearing, the commission believes the method of com- 
petition in question to be prohibited, it makes a report in writing 
stating its findings as to the facts, and issues an order to the party 
complained against ordering him to cease the use of the method 
in question. The commission may modify or set aside its report 
or order at any time prior to the filing of the transcript of the 
record of tiie hearing with the Circuit Court of Appeals. 

In order to enforce the order of the commission it is provided 
that, if it is not obeyed, the commission may apply to the Circuit 
Court of Appeals of any circuit where the method in question was 
used, or the party resides or carries on business, filing the tran- 
script of the record of the proceeding, including testimony. The 
court then takes jiurisdiction, notifies the party, and has full 
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power to enter a decree affirming, modifying, or setting aside the 
order of the commission. The findings of the commission as to 
the faels, however, are conclusive if supported by testimony. B 
either party applies to the court for leave lo adduce additional 
evidence and can show that it is material and that there were 
good reascms why it was not introduced before the commission, 
then the court may direct that such additional evidence be taken 
before the commission. This body may then modify its findings 
or make new ones, and again file the results with the court (which 
findings are deemed conclusive if supported by testimony), to- 
gether with the additional evidence with its recommendations, if 
any, for the modification or setting aside of its original order. 

The judgment and decree of the Circuit Court of Appeals is 
made filnal, except that the Supreme Court may review upon 
certiorari. The jurisdiction of the Circuit Court of Appeals to 
enforce, modify, or set aside the orders of the commission is made 
exclusive and all such proceedings are given precedence over other 
cases and are required to be expedited in every way. The order 
of the commission or the judgment of the court to enforce the 
same cannot absolve anyone from liability imder the anti-trust 
acts. Any party against whom an order of the commission is 
made may obtain a review upon an application to the Circuit 
Court of Appeals to set aside the order.* 

The advantages of this method of procedure f oUow logically 
from the preceding discussion of the disadvantages of preventing 
unfair competition through the courts, and the Department of 
Justice and the courts. The first advantage is in the matter of 
the construction of the act. 

AdMINISTRATFTE CONSTRUCnON OF THE ACT 

As an administrative body the composition of the commission 
is likely always to be of such a character as to number among its 
five members men formerly engaged in different professions, busi- 
nesses and occupations. There would, therefore, seem to be no 
particular reason why the commission should be bound by legal- 
istic traditions which might possibly limit the construction of un- 
fair methods of competition in such a way as to confine it to either 
the old common law interpretation or make it synonymous with 

* Federal Trade Comiiiiasion Act, Sec. 5. 
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the Sherman Act or both. The interpretation of the statute 
should undoubtedly be broad enough to cover not only these 
practices but many more as well.* The old common law rule, 
as already indicated, was relatively narrow in its application and 
methods of imfair competition though frequently enjoined in 
Sherman Act cases could probably never have been so prohibited 
unless such acts were in connection with a conspiracy, combina- 
tion or agreement in restraint of trade or were sufficient to amount 
to an attempt to monopolize, even though competitors might be 
adversely affected by such methods. As stated, however, the 
construction of this act can and should extend over a much 
broader field than that which would be covered by the mterpre- 
tations mentioned.^ 

Ck>mpetition is in essence an economic matter in that it is a 
phenomenon of the economic world. Flom this standpoint, 
therefore, there must and should be economic as well as l^al 
criterions for the determination of what constitutes fair and un- 
fair competition. The commission has extraordinarUy wide 
powers of investigation on its own initiative, the authority to ex- 
amine books, papers and records of corporations and to make 
copies thereof and to require either annual or special reports of 
corporations engaged in interstate commerce. In pursuance of 
its powers it is authorized to make investigations of industry 
and to report thereon, and in such connection it has upon its 
staff in addition to its attorneys a large force of highly trained 
economists, accountants, and statisticians all of whom are avail- 
able as circumstances may require for the analysis and study of 
unfair competition and who can at any time be employed for the 
purpose of conducting investigations into the economic effects of 
certain practices. 

As a result of all these facts the commission should be in better 
position to lay down and develop sound standards for the opera- 
tion of the competitive principle and to develop the lines along 
which the competitive process should be conducted than either 
the coiu'ts, or the Department of Justice and the courts together. 
It is noteworthy that the conduct of the work of the commission 
clearly indicates that that body recognizes the importance of the 

• Of. Stevens W. H. S., "Unfair Competition," Chicago, Univeraity Press, 1917. 
Y Qf.aUo Stevens "Unfair Competition," 
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economic element in imfair competition. This appears not only 
in the oi^anization of the commission's sta£F but also in some of 
the proceedings begim by it. In the commission's method of 
handling complaints, all such complaints after investigation go 
together with the evidence and the reports of the investigators 
thereon to a board of review. The f imction of this board is to 
review this evidence and these reports and make its own report 
and recommendations thereon to the commission which passes 
finally upon the cases. Throughout the entire history of the com- 
mission the composition of this board has included both econo- 
mists and lawyers, the chairman in each case being a lawyer. 

The so-called Old Dutch Cleanser and Sears Roebuck cases may 
be used as illustrations of cases in which the commission has ap- 
parently recognized the economic element in imfair methods of 
competition. In the Old Dutch Cleanser case the complaint was 
directed against the Cudahy Packing Company alleging as an un- 
fair method of competition that the said company maintained re- 
sale prices on this product. The conmiission found: 

(16) That the effect of the price fixing aforesaid has been and is: (a) To secure 
for respondent. The Cudahy Packing Company, on its ''Old Dutch Cleanser," 
the trade of jobbers and other wholesalers, and especially the relatively higher 
cost and more ineflkient jobbers and other wholesalers, constituting the bulk of 
the jobbing and wholesale trade, and to enlist their active support and coopera- 
tion in enlarging the sale of its price-maintained cleanser, to the prejudice of 
competing manufacturers who do not fix, require, or enforce the maintenance of 
resale prices upon their cleansers, thereby protecting such jobbers and other 
whcdesalers against the price competition of other jobbers and wholesalers and 
especially the relatively lower cost and more efficient establishments; 

(b) To tend to force manufacturers who do not fix, require or enforce the 
maintenance of resale prices and who compete with respondents in the sale of 
powdered cleansers, also to inaugurate and enforce a system of maintenance of 
resale prices upon their powdered cleansers, in order to offset the preference of 
jobbers and other wholesalers for respondent's price-maintained cleanser and to 
enable manufacturers who do not maintain resale prices upon powdered cleansers 
to compete upon more equal terms with respondent; 

(c) To eliminate competition in prices among jobbers]and wholesalers handling 
"Old Dutch Cleanser," thereby interfering with many such jobbers and other 
wludesalen, and especially the relatively lower cost and more efficient establish- 
ments in their sales of such cleanser at such prices as they may deem adequate 
and as are warranted by their costs, seUing effideney* and existing trade condi- 
tiooa; 

(d) To compel the public, or such portion thereof as require or prefer "Old 

17 
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Dutch Cleanser" to pay prices therefor based on a gross^profit margin fixed, as 
aforesaid, according to the costs of the relativdy higher cost and less eflOknent es- 
tablishments, constituting the hiiS^ oi the jobbing and wholesale trade, instead of 
a price based upon the competition of jobbers and other wholesalers with widely 
varying stock turns, costs, and efficiency.* 

In the Seaxs Roebuck case the commission charged the Sears 
Roebuck Company with false and misleading advertising and 
with the sale of sugar below cost when such orders for sugar were 
combined with orders for other goods. The following quotations 
from the commission's brief in the Circuit Court of Appeals are 
worthy of note in this connection: 

Petitioner has intended to take, and has taken, custom from many of its 
thousands of retail competitors, solely upon the basis of admitted misrepresenta- 
tions of its goods, which, as already set forth, were distinctly intended and de- 
signed to procure business on the basis of such misrepresentations instead of upon 
the basis of quality, service and price. The result was inevitably to derive peti- 
tioner's retail competitors of business and to weaken and render less effectual 
the efficiency of such retail competition from whoice it follows that .... 
these methods must be regarded as unfair methods of competition 

It is submitted to the Court that this combination offer is as frankly violative 
of the law of fair competition — 1.0., a competition in productive and selling effi- 
denpy — as are the misrepresentations made by petitioner. In the face of 
methods of this character, it is impossible for competition to operate freely, 
bringing about that adjustment in relative strength and position of oonqieting 
organisations, with consequent benefits to consumers in the form of quality, 
service and price, which it was the intention and will of society to provide in 
adopting as the basic theory' of business organizaton, the principle of competi- 
tion.* 

It is believed not to be an exaggeration to say that the commis- 
sion, giving careful consideration to the economic as well as legal 
aspects of imf air competition and possessed both of extraordinarily 
broad investigatory powers, and a highly trained staff of lawyers, 
economists, accountants and statisticians, will in the long run 
evolve sounder and more adequate criterions for the determina- 
tion of what constitutes imfair competition than could possibly 
be developed through any other agency than an administrative 
body. It is, of course, true that the courts may refuse to follow 
the commission's construction and interpretation as well as they 

* Annual Report of the Federal Trade Commission, 1918, p. 180. 

* Sears Roebuck dc Co. vs. Federal Trade Commission^ Brief and Argument for 
Respondent, United States Circuit Court of Appeals for the Seventh Circuit, pp. 
99, 101. 
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might refuse to follow that of the Department of Justice. It may 
be conceded, however, that there would be no loss in this respect 
from the employment of commission method as compared with the 
Department of Justice method. Moreover, as the findings of 
fact of the commission are conclusive if supported by testimony, 
and the commission is vested with the power to make orders on the 
basis of these facts, it is certainly to be presumed that the theories 
of the commission as to construction and interpretation will be 
treated with more consideration than would be accorded to the 
theories of the Department of Justice. 

Easy and Expeditious Procedure 

Another advantage of the commission's method of enforcement 
relates to the adequacy of the protection afiPorded business con- 
cerns through this method of procedure. It is, of course, true 
that the method of procediure through the Department of Justice 
would eliminate that lack of protection on accoimt of the expense 
factor which is one of the principal objections to the method of 
preventing imfair methods through private right of action. And 
it is also true that the Department of Justice method would protect 
the general public interest in this matter in a fashion impossible 
under the private right of action. All these advantages of the 
Department of Justice method, however, are equally obtainable 
under the commission method. Any concern that is dissatisfied 
with the method of competition employed by its competitors may 
file a complaint with the commission which will investigate the 
same and, if the facts warrant, will proceed against the manu- 
facturer or other concern using the imfair method in question. 

Thus an easy, expeditious and inexpensive (from the standpoint 
of business organizations) method is provided for the correction of 
injuries suffered by concerns through such method and the com- 
plaint of the small concern will receive as much attention as the 
complaint of the large. Nor will the former's case fail for lack of 
fimds to employ legal and other expert advice which may be 
necessary to prove the case, as might well be true were the sole rem- 
edy a private right of action in court to seciure protection against 
the methods of competitors. Yet another important advantage 
of preventing unfair competition through an administrative body 
like the commission relates to the flexibility of administrative as 
compared with l^al procedure. Where cases are handled by the 
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Department of Justice and the courts, a long time must frequently 
elapse before the decision of the matter. Legal procedure is rela- 
tively both slow and technical as compared with the action of an 
administrative body. Moreover, it is possible for an administra- 
tive body to call in an entire industry if necessary as was done by 
the Federal Trade Commission in certain of the conunercial brib* 
ery cases. Under rules of legal procedure it would probably be 
impossible in many cases for the Department of Justice to do this. 
Instead it would probably be necessary to file and try a complete 
series of separate suits one against each offending party. 

Orders of the Commission and Judicial Review 

There is yet another matter in connection with the adminis- 
trative enforcement of the act that requires careful consideration. 
This is the question of how far and to what extent the orders of 
the commission will become subject to judicial review. This is 
important from several standpoints but especially so from that of 
the construction and interpretation of the act. If the orders of 
the commission are not contested or the commission is not forced 
to take them before the courts in order to secure their enforcement 
it follows that the constructions and interpretations of the com- 
mission will necessarily constitute the criterions for the deter- 
mination of unfairness in the great majority of cases. These 
criterions will thus tend to become the ones recognized by busi- 
ness and the public as determining the fairness or unfairness of 
particular methods, and gradually they will become firmly estab- 
lished. It has been indicated that the commission, on account 
of factors previously discussed, is better equipped probably to 
develop a soimd construction and interpretation of the term unfair 
methods of competition than any other governmental agency ex- 
cept an administrative body of the same character. During the 
four years since the organization of the commission there have 
been several indications that the commission's orders are not 
likely to be frequently contested. In many cases the parties 
engaged in certain methods of competition such as commercial 
bribery are only too glad to be rid of such practices and welcome 
a valid excuse for refusing to continue a system which they or at 
least the bulk of them dislike and abhor but continue to practice 
because practically forced to do so by the competition of other 
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concerns. Secondly many practices complained of , such as pass- 
ing off and misrepresentation, etc., are not only obviously unfair 
and uneconomic but are tinged to such an extent with the element 
of moral turpitude that few concerns have the hardihood to sub- 
ject them to judicial review. In such cases offending parties are 
only too glad to take a finding and order without contest, and cor- 
rect their practices. 

The best evidence of the fact that judicial review is unlikely 
to be called for in more than a small proportion 6f cases under the 
administrative method of procedure lies in the record of the cases 
before the commission. Up to November 21, 1918, 876 applica- 
tions for complaints had been received by the commission. Of 
these approximately one-half, 444 to be exact, were dismissed 
without public notice or knowledge while 21S more were under 
investigation. In the case of the balance of the applications, 219 
in number, complaints were issued. Of this group 124 were dis- 
XX)sed of, ten by dismissal, the respondents having made a suffi- 
cient defense, and 114 by orders to cease and desist. In 109 out 
of these 114 cases the orders were issued by and with the consent 
of the respondent and in the other five cases the action was tried 
and argued and resulted in the order." In only two cases to date 
have respondents appealed to the Circuit Court of Appeals against 
the order of the commission. 

These facts lead to two conclusions : First, that certain methods 
complained against by the commission and against which orders 
are issued will never be defended by the parties employing 
them, and the orders of the commission in connection therewith 
will not become subject to judicial review, and second, that 
certain methods complained of by the commission will not be de- 
fended and no attempt will be made to defend them against the 
commission's order until orders against such practices have been 
so often issued and over such a long period of time that the 
method in question has come to be generally recognized as an 
unfair method of competition together with the reasons for so re- 
garding it. In these ways and for the reasons mentioned it is be- 
lieved that the construction of imf air methods of competition by 
the commission will tend to gradually establish itself in the law of 

1* W. B. Colver, Chairman, Address before the Commission Specialty Manu- 
facturers' Association, Cleveland, November ftl, 1918. 
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the country and that this construction will be more adequate to 
preserve fair competition than would a construction evolved by 
any other than an administrative body of a similar character. 
Probably it is true that the commission would welcome judicial 
contests of its orders especially in border line cases where it is ex- 
tremely difficult to determine the question of fairness or imfair- 
ness. The afBrmative decision of the courts on the commissions 
orders would immediately set at rest the law on the contested 
methods, and adverse decisions would enable the commission to 
ask Congress for legislation to cover the methods thus upheld. 

In conclusion, the belief may be expressed that the unprejudiced 
student of the commission's work will conclude that the commis- 
sion has done remarkably well and that in a relatively short 
space of time it has accomplished a great deal in the way of 
freeing trade and competition from the throttling influence and 
effects of the numerous] imeconomic and vicious practices em- 
braced in unfair methods of competition. 



Summary of the Work of the British Engineer- 
ing Standards Association^ 

By C. LeMaibtre 

Secretary, British Engineering Standards Association 

npHE insistent demand created by the war for the maximum 
^ output of manufactured material in the minimum of time 
has naturally brought to the fore those means by which economy 
in production can be effected, and in this way standardization in 
the engineering world has become almost a word to conjure with, 
but like all good things, it must be taken in moderation, and the 
standards recommended must, by a process of periodic revision, 
be kept abreast of invention and progress; otherwise there is the 
danger of standardization becoming crystallization. It may 
fairly be said that the primary objects of standardization are to 
secure interchangeability of parts, to cheapen manufacture by 
eliminating the waste of time and material entailed in producing 
a multiplicity of designs for one and the same piurpose, and also 
to expedite delivery and so reduce maintenance charges and stores. 

Organization and Frincifuss 

Seventeen years ago, however, neither the necessity nor the 
value of work of this character and still less its intimate relation 
to economy and speed of production were at all generally recog- 
nized, and it was to remedy the chaotic state of things then exist- 
ing in the engineering industry of Great Britain that the late Sir 
John Wolfe Barry, K.C.B., F.R.S., in 1901 took the initial steps, 
when he brought the subject to the notice of the Coimdl of the 
Institution of Civil Engineers, which resulted in the formation of 
the British Engineering Standards Committee. 

From its inception, certain definite principles have governed 
the work of the committee, amongst which may be placed in the 
forefront the community of interest of producer and consumer, 
which is, in fact, the comer stone of the organization. It was 
also realized that the committee should not be an academical 

^ Reprinted from paper read before the Annual Meeting of The American 
Society of Mechanical Engineers, 29 West S9th Street, New York, December 

8 to 6, 1918. 
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material, so importaiit in the construction of ships, bridges and 
iindarfirames for railway wagons, have had a very wide adoption. 
The total number of sections is some 175, and the recently formed 
Mercantile Section of the Admiralty, as a war measure, was able to 
select from this list a largely reduced number and so put into 
operation an exceedingly economical measure with but little delay. 
The testing requirements of Lloyd's Register and the other great 
classification societies and the Board of Trade have been imified 
through the work of the committee. 

It would appear from the steelmakers' returns for 1918, giving 
the tonnage of lengths rolled of each section, that 96.7 per cent 
had been produced by standard roUs and only 4.8 per cent by non- 
standard rolls, the woric thus having proved of immense utility to 
the steelmakers. In the case of tramway rails, standardization 
has had the result of reducing to a minimum the sections required; 
at the present time there are only five standard sections as against 
over seventy sections prior to the advent of the conmiittee. 
These sections are now being reduced to three, one being a special 
section for interurban tramways operating at a higher speed than 
those of the towns. As a further instance of the benefit of the 
committee's labors may be mentioned the standard specification 
for Portland cement, which is practically universally adopted 
throughout the ooimtry. 

In regard to the electrical industry, the most important piece 
of work has been the issue of standardization rules for electrical 
machinery, in the drafting of which much benefit has accrued 
through the dose and very cordial coSperation of the Standards 
Coimnittee of the American Institute of Electrical Engineers. A 
large amount of standardization has been effected also for the 
automobile industry, especially in regard to the special steels used. 

From time to time government departments have called upon 
the Standards Committee to carry out work for them, as, for 
instance, in the case of the Ministry of Munitions in relation to 
the question of screw-thread tolerances and the gauging of screws 
generally. Then the Indian Government requested the commit- 
tee to undertake the question of standard designs for locomotives, 
and these have proved of immense value. The Road Board also 
asked the committee to draft specifications for road material. As 
already mentioned, at the request of the Department of Aircraft 
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Production, the association is dealing with the specifications for 
aircraft materials and parts as a war measure for the department. 
To carry on this important work a large niunber of sub-committees 
have been formed, consisting of officers from the technical, supply 
and inspection departments, together with representatives from 
the various trade organizations concerned; the specifications in 
this case are not published by the association in the ordinary way, 
but are issued to the Department of Aircraft Production, by whom 
they are sent to the various manufacturers of aircraft material on 
the government list, in this way becoming obligatory. 

In regard to the question of finance, the funds for carrying out 
the work of tb.<; committee have been provided by the government 
and the industries concerned. In 1908 the government included in 
the estimates a substantial contribution, which was subsequently 
extended for the years 1904-5-6 by a grant-in-aid equal to the 
amount contributed by the supporting institutions, manfacturers 
and others. This was continued on a smaller scale down to 1916, 
and a further grant on the same condition is being continued to 
March, 1919. The Indian Government has been a generous 
supporter of the committee, and the governments of other overseas 
dominions have also given financial assistance. A liberal response 
to the committee's appeal for funds has been made by the engineer- 
ing industry of the country and also by railway, shipping and 
the other companies, and by some of the local government boards 
and the tramway and electricity authorities. The expenses of 
the whole organization up to the war were under £4000 a year, 
but, owing to the widening of the field of its labors, this amount 
has been very greatly exceeded. 

The conunittee, as many are aware, has recently become in- 
corporated as an association, under license of the Board of Trade, 
in order to enable it in the first place to continue the work carried 
out by the Engineering Standards Committee, viz., to coordinate 
the efforts of producers and users for the improvement and stand- 
ardization of engineering materials, and, secondly, in order to secure 
undisputed legal right to its mark or brand to be attached by 
manuf actm*ers to their products as a hall-mark of goods made in 
accordance with the British standard specifications. 

The chairman of the association is Sir Archibald Denny, Bart., 
who succeeded the late Sir John Wolfe Barry, to whose guiding 
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hand during the many years of his chainnanship» so much of the 
success of the movement is due. The Main Committee, as the 
governing committee is called, consists of members nominated 
by the leading technical institutions, viz., the Institutions of 
Civil Engineers, Mechanical Engineers, the Iron and Steel Insti- 
tute, the Naval Architects, and the Institution of Electrical Engi- 
neers; there are also two representatives of the Federation of 
British Industries; and there are three members, not represent- 
ative of any institution or association, but elected for their emi- 
nence in the profession. 

The members of the Federation of British Industries give the 
various trade organizations connected with the work of standardi- 
zation a direct channel through which to place their views before 
the main or executive committee of the association. 

Rotation of office is provided in that the chairman and vice- 
chairman and one-third of the group of members retire annuaUy, 
being eligible for reflection. The Main Committee is the sole 
executive authority and aU specifications and reports are presented 
to it for final adoption. The procedure before embarking on any 
new subject is to ascertain by means of a representative conference 
that there is a volume of opinion favorable to the work being 
undertaken. If such is the case, the Main Committee nominates 
the chairman of a sectional committee to take up the work in 
question, this committee being formed of technical officers repre- 
sentative of the various government departments interested, 
representatives of the trade organizations concerned, and, lastly, 
experts in the subject to be dealt with. The Main Committee 
does not dictate in any way either the number of members or the 
personnel of the sectional committee, only reserving to itself the 
right to nominate the chairman, though naturally it is guided in 
this matter also by the advice of the members. 

The Committee International in Scope 

Although the activities of the association have in the main been 
confined to the home country, a considerable amount of work of 
an international character has been undertaken. At the present 
time the association is coSperating with the American Institute 
of Electrical Engineers in several directions in regard to electrical 
apparatus generally. Then there is the great question of the 
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standardization of screw threads and also of milling cutters and 
small tools, in connection with which the American Society of 
Mechanical Engineers will be able to render most valuable assist- 
ance. Indeed, there is a wide field for Anglo-American agree- 
ment on engineering standardization generally and the association 
looks forward to a large measure of intimate cooperation with this 
object in view. 

In connection also with its labors outside the home country, the 
association is developing a scheme for assisting in procuring the 
wider dissemination of British standards, and is undertaking the 
translation of its more important reports into various foreign 
languages, as well as setting up, with the assistance of the Overseas 
Department of the Board of Trade, local comxnittees of British 
engineers and traders in some of the more important trading 
centres of the world. 

That the value and utility of the work of the association is 
becoming more and more recoginized both at home and abroad is 
evidenced by the amount of new work it is continually being 
invited to undertake as well as by the inquiries received from all 
parts of the world both with reference to the standards and to the 
organization itself. 

The most recent addition to the association's activities is that 
of the standardization of the details in the construction of ships 
and their machinery. A conference recently convened at the 
instance of the Board of Trade, and representing government 
departments, shipowners, shipbuilders and engineers, classification 
societies and consulting and naval architects, has unanimously 
decided to recommend to the Main Committee the setting up of 
a complete section to deal with this branch of engineering, in 
which, in common with aU others, economic production, fostered 
by interchangeability of detailed parts, is of such vital importance. 

This brief account wiU, it is hoped, be sufficient to show that 
throughout the Empire, British standards are receiving increased 
recognition as being of direct utility to the engineering industry 
generally. Standardization, after aQ, is no more and no less than 
proper coordination. To effect it may necessitate the sinking of 
much personal opinion, but if its goal, through wideness of out- 
look and unity of thought and action, is the benefit of the commu- 
nity as a whole, standardization as a coordinated end^vor is 
bound increasingly to benefit humanity at large. 



National Welfare Through Standardized Reports 

of Industrial Experience 

By John W. Riegel 

University of Pennsylvania 

^EQl majority of American business men prefer to take a 
-'- chance rather than act on the basis of facts. In many in- 
stances experience is never recorded and studied, and its lessons 
are disr^arded. 

Shortly after the armistice was signed a representative of the 
War Department visited a concern to close a contract and pay the 
actual costs incurred in its performance. The contractor showed 
him two drawers of papers and told him to go ahead. One drawer 
was filled with an accumulation of invoices; the other contained 
cancelled checks. Needless to say, the contractor still awaits a 
settlement. 

Many attempts to set up adequate records faU short of their 
purpose. The results are characterized by inaccuracy, incom* 
pleteness and a lack of serviceability. Probably the figures turned 
in are derived from imreliable sources, — from memoranda which 
never are proven with the general books of account. The method 
of computation may be at fault. Frequently accurate data are 
presented in a fashion which discourages their study and employ- 
ment. They are contained in unstandardized reports, which lack 
the comparative feature, and which are nothing more than a maze 
of figures. 

About two years ago the superintendent of a certain Pennsyl- 
vania concern received a statement which showed that in one line 
of its product the cost of goods sold was twice the ruling market 
price. This report was allowed to remain on his desk until finally 
it was forgotten and thrown into the waste basket. Six months 
later the concern was insolvent. The most elaborate record sys- 
tem is of little value unless it leads to economies and improve- 
ments. 

Record systems are lacking or they fall short because those in 
charge of industry do not insist on having something better. 
Owners and managers must be persuaded to renounce guesswork 

858 
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control; they must be convinced that their industry or their con- 
cern can attain its maximum efficiency only when a true science 
is built up concerning it.^ 

Running business by guess and gamble is a costly process. ' It 
results in unwarranted capital investment, with attendant meth- 
ods of waste; it leads to overexpansion of credit, unprofitable 
marketing campaigns and periods of depression, with their sharp 
and painful adjustments throughout the entire economic struc- 
ture. If production could be attended with less risk, and could be 
conducted according to sound principles, the nation's economic 
surplus would be enormously increased. Standardized reports of 
industrial experience are the basis upon which industrial science 
can be developed. 

Standardized Uniform Record Systems 

Standardized uniform record systems are not an innovation. 
The railroads of the country have been keeping their books accord- 
ing to a prescribed plan for almost a dozen years. It is true, 
however, that their detailed methods of cost-keeping are still in 
the process of development. State public service commissions are 
laying down accounting systems for water companies, for heat, 
light and power companies and for street railways.* The private 
industries of the country in a number of instances have taken steps 
along the same Kne. Noteworthy progress has been made by the 
manufacturers of machine tools, furniture, elevators, pap>er boxes, 
envelopes, cut glass and shoes. The printing and lith<^aphing 
houses have been developing uniform methods of recording costs, 
equipment performance and personal efficiency. Bankers and 
brokers also have applied the principle of standardization to their 
records. 

It is gratifying to note that this movement was given new im- 
petus at the recent annual convention of the chambers of com- 
merce of the United States, at which a unanimous resolution was 
passed favoring a system of uniform cost accounting in each in- 
dustry. This endorsement, by approximately three thousand 

^ The Federal Trade Commission has estimated that 90 per cent of American 
corporations are without adequate cost data. 

' See CUusifioation of Accounts and Spedal Forms published by Bureau of 
Accounts and Statistics, Pennsylvania Public Service Commission. 
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men representing all lines of industrial and commercial interests, 
is a measure of the favor with which American business r^ards 
standardization in the matter of records and reports. 

The breadth and force of this movement must be increased 
greatly before the time will be ripe for its application to industry 
in general. When complete and uniform record keeping is a mat- 
ter of practice, a foundation of facts concerning our economic life 
will be available upon which many improvements in national wel- 
fare can be built. 

Some of the Results That May Be Expected 

(A) An Index of Efficiency 

American business has been termed inefficient^ but no one can 
say to what degree, or whether it is more inefficient than the busi- 
ness of any other country. Efficiency is a relative term in any 
case. A widespread conviction exists, however, that there is 
plenty of room for improvement in the administration of the 
nation's business. The reason why there are comparatively so 
few failures under the circumstances is that business is inefficient 
generaUy, and the concerns that are on the ragged edge as mar- 
ginal producers are simply less efficient than the rest, or they are 
operating under unfavorable conditions beyond which they have 
little or no control, such as poor location or limited capital. 

The significant feature of industrial inefficiency is that not all 
concerns are lacking in the same respect. One is unusually well- 
managed in one department; the other is exceptionally strong in 
another department. The problem before each one is to find its 
'Veak spot," and then take measures to correct the situation 
there. 

The source of inefficiency coidd be located if composite statis- 
tics derived from the entire industry were in the hands of each 
concern. By comparing its records with the average, each one 
could discover in what respect it was unusually good or imusually 
bad. Of course the normal situation could be summarized only 
from accounts and reports kept and rendered uniformly through- 
out the industry. A complete composite record, currently calcu- 
lated for each line of commercial and industrial enterprise, is the 
real statistical need of business. What the sales or costs were a 
year ago, compared with what they are at present, and other simi- 
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lar lelatioiiships, do not reflect the weaknesses of the concern as 
compared with its rivals. These matters are local history. To 
rely on them is like numing a race backwards, with no knowledge 
of the speed of your opponents. 

During the war the Federal Trade Commission compiled aver- 
age figures of the costs of inining coal in each field where the gen- 
eral conditions of operation were similar. The array of facts 
which it collected show the possibilities of standardized reports of 
industrial experience. Suppose the chart covering the Illinois 
field were published and sent to the operators in that district. It 
would show that 30 per cent of the coal mined in the field cost 
x.xx; 50 per cent cost x.xx and 80 per cent cost x.xx; and schedules 
of componeiit items would accompany the aggregate figures. 
Each operator could compare his costs with the standard com- 
puted from the reports of his business associates. Suppose his 
expenses were above the average. He could locate the source of 
excess cost, whether it is a matter of royalties, depreciation, wages, 
ventilation, drainage or what not. 

Costs of production are but one side of the question. The chart 
also would show the average price received for the coal f . o. b. 
mine. Each operator could check his gross receipts per ton 
against the prices realized by the others in the field. The com- 
parison would show the competency of his sales organization. 

The extent to which detailed records of equipment performance 
and other similar memoranda are to be kept, could be prescribed 
with the assurance that the results would pay for the expense in- 
curred many times over. The beater records in paper mills, the 
facts of oil consumption on the various divisions and in the several 
branches of locomotive service on the Louisville and Nashville 
Railroad, and the location, frequency and cause of breakdowns in 
pipe lines as recorded by many water companies are typical of the 
equipment data that can be used to save money. 

Records of personal efficiency have a field of unboimded utility. 
Through them the worker can see his contribution to the product 
of the plant, watch his progress from day to day, and gauge his 
worth as compared with that of his fellows. A very optimistic 
view of records of individual workmanship was expressed by Mr. 
Robert B. Wolf, whose experience along this line led him to say: 
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The most democratic industrial plant is the one which permits the foUest 
smomit of individual freedom to each member, irreqiective of his positton* and, 
at the same time, is so sensitively adjusted that U r^/UcU immediatdy the rvttitt 
cf kU actions. It his actions result in injury to others he will see that as a part of 
the whole, he himself must also suffer. An organization of this kind can never be 
used by the employer to exploit the employe, for U tnU conHntudly he demonetnt' 
ing to hoik that the eueoesecfany one part of the orffonimxtion is aheohddif dependent 
upon that qf eeery other part^ and thertfore upon the euooeee qf the wAols.* 

There is no intent to convey the impression that a system of 
records can be evolved which will give ready-to-use formulae that 
can be applied by a novice to reveal the vital facts of any business 
or of industry in general. Figures and data must be used by those 
who understand the conditions underlying their derivation, other- 
wise the most unwarranted assumptions may be made. For 
example, a flat comparison of the expenditures and revenues of 
railroads throughout the United States would be most misleading 
on account of the different physical and economic regions in which 
they operate. 

Some ¥rill say that any situation reflected by statistics can be 
explained or excused by a party intimately associated with it. 
This may be so in the first instance, but a constant course of ex- 
planation on his part is pretty good evidence of an unsound con- 
dition. Moreover his supply of excuses will diminish and detec- 
tion will become correspondingly easy. 

The provision of a "clinical thermometer of industry" through 
composite statistics will point the way to progress, but it will do 
nothing of itself. Statistics will aid in the diagnosis, but they 
will not effect the cure. The management of the concern must 
apply the proper remedy. 

(5) Capital WiU Be Directed to Productive Fields 

The financial interests of the country will be benefited by stand- 
ardized reports of industrial experience. The investing public 
will be furnished with facts concerning the normal realization on 
investment in many lines. The concern that is not up to the 
standard can be noted. Dividends alone will no longer be the 
criterion of value, — assets, liabilities, revenues and expenditures 
can be intelligently scrutinized. The buyer of securities will have 
a guide to aid him in the investment of his funds. 

» "The Creative Workman," Technical Aas'n. of Pulp & Paper Industry, New 
York, 1918, p. 18. 
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Banks and credit advancing institutions insist upon a finAnrnjtl 
statement from tJie borrower before they decide upon the line of 
credit to be extended to him. Suppose that bankers were pro- 
vided with figures showing the normal conditions in the industry, 
— ^the average relative strength of the several items on its balance 
sheets and the average earning power of the concerns engaged in 
it. Decision upon the proper line of credit to aUow would be 
facilitated, risk woidd be less, other things being equal, interest 
rates would be lower, and the loss to the public through the mis- 
direction of the flow of capital would be materially lessened. 
The development of standard business records will also be a 
means of safeguarding against the contraction of bad debts, since 
the debtor's statements could be readily analyzed, and his limit 
of credit decided with assiurance. 

Where the management of an enterprise is separate from the 
ownership, as frequently obtains with corporations, the owners 
could carefully review the work of their administrative agents. 
Composite data secured from uniform records would be the means 
of fashioning the strongest sort of a dub to wield over the heads of 
inefficient managers. The ownership woidd be able to criticize 
the conduct of the business in the light of the experience and 
progress of its associates in the same industry. 

(C) F<wts Wm Be Available for the Discussion of Problems of 
Wealih Distribution 

The problems connected with the distribution of wealth are 
further from solution than those concerned with its creation. 
Facts about the distributive process will be of the greatest help 
to those who are trying earnestly to establish more equitable 
relations between capitalist, manager and wage-earner. 

"'Profiteering" has been decried over the length and breadth of 
the land, and the "profiteer," whoever and wherever he may be, 
has been branded a traitor and a scoundrel. But who is a "pro- 
fiteer," and just what is "profiteering?" These tenns have not 
been defined, nor can they be until the shares of the surplus wealth 
taken by each of the groups engaged in production are known. 
Only then can the public decide what a "fair return" and a "fair 
wage" is, and who the "profiteers" are. It may develop that 
those most vehement in their denunciations are not without sullied 
hands. 
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If a system of records is used to establish new piece rates which 
lower the wage for an equivalent amount of work, it will be serving 
a perverted function. On the other hand, if it is a means of pro- 
moting industry, initiative and loyalty, and a device which selects 
those to receive increased wages and be given places of larger op* 
portunity and responsibility, it will be employed in the best inter- 
ests of all. The immediate results of a perverted use of uniform 
records will blind the public to the more or less vague benefits 
which they promise in the distant future. 

Complete and standardized records of industrial experience 
will be of tremendous value to a board of labor arbitration. The 
figures will stand for or against the worker according to the way 
they compare with the general wage level in his industry or in 
other industries in which the work done is similar to his own. 
Knowledge of the facts will further a compromise of justice, and 
will enable the public to voice its approval or disapproval of the 
award. 

While the identity of the individual company was not disclosed, 
the records of the Federal Trade Commission showed that one 
operator was charging over a dollar for administrative salaries 
and expenses per ton of coal mined. Most of the companies were 
charging under ten cents per ton for this item. A discrepancy so 
large is unwarranted on its face, and would seem to indicate an 
abnormal appropriation of the earnings of the mine by its man- 
agers. Suppose this were the case, and the wage-earners were 
suffering in consequence. Would not a board of arbitration have 
some very good evidence upon which to act? 

{D) The Education of the Consumer Along Economic Lines 

Information concerning the cost of doing business, the gross 
return for goods and services sold and the net income to owners, 
managers and workers will be a means of educating the consumer 
along economic lines. One of the sources of economic discord in 
the past has been the consumer's ignorance of the effect of his 
whims and desires upon the machinery of production. To what 
extent could the welfare of the nation be promoted if the consumer 
were educated to approximate his demands in all lines to the avail- 
able supply as he was in a few respects during the recent food and 
fuel conservation campaigns? 
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In seasonal industries production runs at top speed for a period, 
and then it is discontinued for probably the balance of the year. 
As a consequence capital and labor are alternately overworked 
and idle. This condition residts in general inefficiency and high 
prices, not to mention the distress of the workers affected by un- 
employment. Another opportunity for the conservation of waste 
through the education of the consumer is to teach him to give in- 
creased favor to standardized articles. If the public knows about 
the problems confronting its business, it can better mitigate the 
suffering and friction they cause, and cooperate to further their 
solution. 

(E) Improved Pvblic Regvlatum 

Standardized methods of record keeping will promote the in- 
telligent regulation of business. Too frequently our laws along 
this line have been the result of public indignation, factional agita- 
tion or group prejudice. Provision must be made for the collec- 
tion of facts upon which to base economic legislation in the future. 

Statistics derived in a uniform way in each industry and made 
available to the States can be used along the line of labor legisla- 
tion, for the prevention of industrial accidents and diseases, the 
establishment of systems of state insurance and pensions, the 
treatment of wage disputes and the taking of other measiu*es to 
further the welfare of the worker. They will aid the States in their 
regulation of incorporation, their programs of taxation, and pro- 
mote business regulation which is constructive rather than restric- 
tive in aim. 

These figures can be used in building up our tariff schedules in a 
scientific way. Our federal taxation plans can be revised to ap- 
portion the incidence of the burden more equitably upon the 
several economic groups in the community because their respective 
abiUties to pay will be known more definitely. The regulation of 
interstate commerce would be facilitated by uniform industrial 
records, and reasonable and unreasonable restraints of trade 
could be distinguished more readily. The function of regulation 
could be made administrative rather than judicial in its operation. 
If the federal government is to engage in positive assistance, or 
even own and operate industrial enterprises, let it do so on the 
basis of facts. Marine insurance and ship subsidy are cases in 
point. 
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(F) The Fruits of Industrial Co&perdion Can Be Enjoyed 

Wasteful duplication of e£Fort, the constant tendency to discord 
and diminiflhed returns and the lack of coordination which diar- 
aeterize the regime of competition are giving rise to a growing 
conviction that it is a costly regulator of trade. Cooperation 
promises many benefits and economies, but it is also fraught mth 
many dangers. It can be permitted only under adequate public 
regulation; otherwise it might lead to abuses which would violate 
and stamp out freedom of opportunity; it might lead to the wanton 
curtailment ci service and the arbitrary elevation of prices through 
monopoly power. Emulation of cooperation should be founded 
upon uniform records turned in to the regulatory body. It will 
be recalled that the regulation of the railroads under the act of 
1887 was greatly handicapped until the uniform system of ac- 
counting was prescribed and adopted under the provisions of the 
Hepburn Law. 

The movement toward industrial cooperation is shown in a 
concrete manner by the following resolution which also was passed 
at the recent convention of the chambers of commerce: 

The war has demonstrated tliat through industrial co()peration great econ- 
omies may be achieved, waste eliminated, and efficiency increased. The nation 
should not forget, but rather should capitalise these lessons by adapting effective 
war practices to peace conditions through permitting reasonable cooperations 
between units ci industry under appropriate federal supervision. The condi- 
tions incident to the period of readjustment render it imperative that all ob- 
stacles to reasonable co-operation be immediately removed through appropriate 
legislation. 

The industries of the country that are progressive are urging 
codperation^under governmental supervision.' To be adequate 
this supervision should be based on facts, and the business of the 
coSperating units must be made public, therefore, to a degree 
which will enable regulation satisfactory to them and to the people 
at large. 

Difficulties in the Wat 

The di£Biculties that confront any agency that undertakes the 
work of installing a uniform record system are grave indeed. First 
of all there is the construction of a generally acceptable and work- 
able system, — one that will give accurate results quickly and eco- 
nomically. There is the further problem of securing vridespread 
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adoption of the plan as worked out, and seeing that the ( 
followed in letter and spirit by a great number of concei 
experience recorded would have to be collected and diss 
and be of benefit to the industry and to the public. Tb 
tmd advice of the central compiling bureau would ha 
recent enough to be news rather than history; the c 
figures would have to be taken from businesses operati 
the same general conditicms and confnmted with the sam 
problems ; moreover the p^ods covoed in the repeats wc 
to be of the same duration in order -to be comparable. 
The Plan Must Avmt Public CormderatUm and Approvai 
Uniformity in record-keeping cannot be installed sui 
from above. If this is done the systems will be r^arde 
dens.^-as more legislative interference. When the me 
American business men concur in the resolutions of the ( 
of commerce, the time will be at hand to consider the ap 
of the abstract proposed to have standardized records of i 
experience. 



Grading and Standardization in Marketing 

Foods 

By W. F. Gephart 

Washington University, St. Louis, Mo. 

^T^HERE has been much discussion recently with respect to the 

^ importtoce of a standard unit of value both for this coun- 
try and for the great international trading nations. This is 
unpoTtant not only because of the bearing that such a changing 
standard of value has on trading within any single country but 
also because of the enormous development of international trad* 
ing. The United States and its products have become such an 
important factor in the international markets of the world, that 
we can no longer be indifferent as to standards of value. There 
are peculiar difBculties to be encountered in arriving at such a 
standard which would be stable, in a country with such a diver- 
sity of industry and area as the United States — ^not to discuss the 
added di£Biculties which are met when exchange among various 
countries arises. 

The standard of value is, like all other standards of measiure- 
ment, partly a result of law and partly a result of custom. But, 
since the unit of value must measure all other goods, its real or 
other goods value and its continual change in this goods value 
are difficult to express in some one standard or in static, unchang- 
ing values. 

Then, too, this unit of value or the material of which it is now 
composed has in itself value in terms of other goods. It satisfied 
the desire of consumers for other than that of measuring the value 
of goods; whereas, other measuring units, such as the yard, the 
bushel or the pound, have in their representatives little actual 
economic good. If the metals which go to make up the unit of 
value did not thus have the value in the arts and sciences, it would 
be easier in using them to arrive at a static or stable measuring 
unit of value. 

This standard of value, as contrasted with other standards of 
measurement, affects not only the immediate exchanges in a 
given market at a given time but also exchanges to be made in a 

999 
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future market, — ^for example, in tlie transactions of deb 
creditors. Thus a given sale of credit for a consideratio] 
the actual delivery or payment represent either more or 
the amount of exchange when the contract was made. 
the ordinary transactions of the market, the use of othi 
ards of measurement, however variable they may be in 
markets, does not ordinarily, if confined to a single mark 
any injustice on either party to the trade or transaction. 

When A borrows $100 of B, he may later pay mcve or 
$100; but when there is a transaction between two partie 
ing, for example, 100 bushels of wheat, the bushels of ' 
the respective traders mean ordinarily the same thing 
ever, in the case of many commodities where the trading 
an exchange between dealers in different markets, confu 
difficulty arise approximating that to be found when the 
of value is of prime consideration. 

It is not intended here to discuss primarily the incon 
and losses resulting from the fluctuating standard of vali 
in the same nation or between different nations, but tt 
some aspects of the importance to the market of developii 
ards and grades for food tronunodiUes. Frequently, disc 
the significance of changes in the standard of value seems 1 
the fact that there is an equally serious lack of unifo 
other standards of measurement. Hiis is especially tr 
United States where there are to be found many differe: 
ards of measurement of ordinary food commodities, an 
same time a very general absence of grading of food com: 

Vabiett of Standards and Absence of Grad 
The explanation of this great variety of standards and 
eral absence of grading is not far to seek. Owing to < 
extent of the country, the scarcity of population and 
separation of the settlements for many years during 1 
history of the United States, there was but a limited ai 
trading amcmg these groups. The market was in a lar| 
local one. There was also a great variety, even in tt 
period, of products and resources from this country. T 
the lack of transportation facilities and other means of 
qication between the widely separated settlements, all < 
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to restrict trading within the group. Therefore, great varieties 
of measuring units developed, each community selecting whatever 
seemed to answer its own needs, and thus were perpetuated 
through custom and use these numerous standards. 

It was not until the population had increased along with the 
development of transportation f adUties and other means of com- 
munication, that inter-group trading developed and these varie- 
ties of standards came to the notice of the traders. Even then the 
importance of the national and international market was much 
less than that of the local market, especially since the few pro- 
ducts moving to the international market consisted of wheat and 
other staple commodities, such as cotton, in which any local 
differences in standards could in the international market easily 
be unified. 

Another f act<5r which has greatly contributed to the variety of 
standards is that of the character of our political organization. 
The federal government, the state governments and the local 
govemmaits, each have under our theory of distribution of politi- 
cal power, authority to establish standards and grades for food 
commodities. The federal government has not until compara- 
tively recent times been very active in this respect, and hence the 
state governments and the local governments — especially those 
of the larger municipalities — ^have been free to exercise their 
ideas on this subject. The result has been that the numerous 
state and city governments have passed laws establishing a great 
variety of standards and grades for food commodities. 

Not only has there been lack of uniformity even between the 
states, but in a single state a state standard has f requentiy dif- 
fered from that of a city or cities within the state, so that the 
result has come to be that for a particular commodity there may 
be a federal standard, or grade, a state standard or grade, and a 
city standard or grade. It is true that this is an extreme illus- 
tration of the variety, but examples can be found where there is 
this degree of lack of uniformity. Certainly the states have power 
to establish standards in grades for intra-state movements of 
food commodities different from those of the federal government. 
It may be a debatable question whether, under some state consti- 
tutions, city governments have the power to establish standards 
and grades different from those of the state. In any event, either 
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throu^ the absence cS prohibitiocs in the state oons 
itself, or because of the strong force oS custom, the abovi 
fold variety in standards does exist. Hie people of the pa 
community or section of the country thus become accusb 
their dealings to the standards of measurement uid are 
their exchanges with buyers and seller in other markets to 
modate themselves to the standards used in other market 

Many examples of these variations in standards of n 
ment could be cited. For instance, in the case of the eig] 
ing cereals in the United States, there are twaity-three (! 
ferent bushels in use. The size (rf the hampers which are 
marketing certain food commodities, both perishable at 
perishable, differ very greatly. In the packing and se 
hundreds of commodities entering into various markets, ti 
mal system is sometimes used; and in other case^ the dos 
gross, without any evident reason except custom to e^^l 
or the other methods. Great confusion and inconvaiienc 
from these variations in standards of measuran^it, and 
justment necessary to be made represents an ^lormous 01 
time and money. 

llien, too, the consuming public, as distinguished fr 
trading public, tends to perpetuate this unfortunate coi 
The average consumer, for example, does not like to buy p 
or ^gs by weight, for he has be^i long accustomed to bu 
commodities either by measure or coimt. Vegetables a 
chased by the bunch because that has been the accu 
method of marketing them. 

Attbmpt to Standabdize Units or MnASimEMEi 
l^ere have been many examples where an effort has bee 
to standardize the units of measurement, and the reform 
been able to be made because of the opposition of the pi 
its indiffer^ice. Laws are passed or radinances are enact 
respect to the establishm^it of standards of meaaureme 
they remain imenforced because public sentiment will not 1 
the regulation, notwithstanding that in many of these ci 
consumer is the one who would benefit the most from thi 
vance of certain standards. Whether eggs are sold by wi 
by the dozen makes a very great difference in tiie final resul 
consumer. 
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An actual case in point can be cited of two large cities, located 
in different states, which draw their supply of ^gs from the same 
general territory. In one city there is a rc^n^ation requiring 
eggs to be sold by weight; in the other, there is no such rc^n^a- 
tion. The very natural result is that in the egg-producing area 
the small ^gs go to the market which has no r^^lation requiring 
their sale by weight. 

Even in the case of such commodities as meat products, there 
is little uniformity in the preparation of the cuts for the market 
in different sections of the United States. This is especially true 
of beef and mutton, so that the result is that whenever an effort 
is made to compare prices of such an important food commodity 
as beef, great difficulty is «q)erienced. Not only is there the 
necessary difference in grading the quality of the animals them- 
sdves for the market, but even the meat of the same grade of 
animal is prepared for the market in different ways, so that th^e 
is a great variety of cuts and very little actual correspondence in 
the same cut in different markets. It is very much a question 
whether the reforms needed to be made in the case of standard- 
ization and grading should concern themselves first with the 
commodities which are so directly of interest to the people as 
daily buyers of food commodities in the market or with those 
staple food commodities which move in interstate trade, and 
are of interest primarily to producers and traders. 

DiBORGANIZED FlELD OF UNGRADED FoOD COMMODITIES 

All of what has been stated above has had prime reference to 
the establishment of standards of measurement. There still 
remains that very large and important disorganized field of un- 
graded food commodities. Scarcely a b^inning has been made 
in this country in grading food commodities. What little has 
been done has been the result primarily of the activities of the 
federal government and not of the state or local governments, 
although not a few states have grading refutations of oae or more 
important food commodities if they are produced in large quanti- 
ties in the state. Some progress has been made in grading such 
commodities as wheat, potatoes, and a limited nimiber of other 
food products. 

Very well recognized difficulties are met when it comes to the 
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establishment of grades of food commodities. One of tihte great- 
est difficulties is the fact that a particular commodity which is 
sought to be graded is produced in so many different sections of 
the country, and varies in these sections so considerably with 
respect to size and quality, that a uniform grading law for the 
coimtry as a whole might work a very great hardship on certain 
classes of the producers of this commodity. For example, if the 
grading in the case of potatoes is partly a question of size, diffi- 
culties are encountered, due to the fact that this product varies 
very considerably in size in different sections of the country, 
without a corresponding difference in quality. 

It is probably true that grading laws should be considered 
primarily from the viewpoint of the dealers in these commodities; 
that is, the grower and distributor, rather than primarily from 
the viewpoint of the consumer. In other words, grading r^u- 
lations are primarily of value as an adjunct to more advantageous 
marketing. 

It is not true that grading regulations can be applied to any 
and every food commodity. There are very definite limits to 
grading and standardization regulations, and the attempt to 
establish them for all grades of food commodities would only 
lead to greater confusion than that which now exists. There 
can be, however, no difference of opinion as to the need for im- 
proved grading r^ulations and an increased nimiber of uniform 
standards of measurement being established to f acilitatejnot only 
the better marketing of food commodities, but also to^confer a 
distinct advantage upon consumers. 

The United States has passed out of its pioneer stage of indus- 
trial development. The local market has given way to that of 
the national market, and that has been succeeded in the case of 
many food commodities by the international market. The absence 
of standardization and grading, except as it was found in the 
particular local market, was of no particular significance in this 
earlier period. But now that buyer and seller are often separated 
by hundreds of miles, and therefore the commodity cannot be 
inspected nor samples sent, it is necessary that some means of 
conveying exact and accurate information to the buyer of what 
the seller has to sell be devised. The awkard method is yet used, 
in the case of some non-perishable food commodities, of sending 
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samples of the goods tp be sold, whereas if there were an adequate, 
established grading law this would not be necessary. 

In some cases producers in the United States have gone farther 
than those of any other nation in standardizing products, espe- 
cially those of the machine industry and many other manufac- 
tured articles. The interchangeable part is a characteristic of 
American machines, and standard equipment has come to be a 
common thing in many lines of manufactured commodities. 

Little, however, has been done with respect to food commodi- 
ties. As has been suggested, the difficulty in arriving at a re- 
formed system of standards and grading consists partly in the 
divided political authority over such matters, and partly in the 
fact that custom does not readily give way to a superior system. 
An improved situation may be brought about in several manners: 

1. No ;>olitical action or propaganda for the change might be 
taken up, leaving the whole condition to bring itself to bear in 
all its confusion more and more upon the people, and graduaUy, 
in time, through a recognition of these difficulties, a change look- 
ing towards uniformity might be made. This doubtless would be 
of very slow progress. 

2. Another method of improvement might be adopted by leav- 
ing the whole matter in the hands of the trade groups themselves, 
in the belief that they would gradually bring about improved 
standards and grades. 

3. An appeal to the governmental action might be made. This 
would seem the most promising of all, but a difficulty might arise 
in connection with using the government as an agency of reform. 
This has already been suggested in the divided control that exists 
between the federal and the state governments over the subject 
of standardization and grading. 

It would seem, however, that in a situation such as this, where 
custom is long established, where there is great variety in practice 
in different sections of the coimtry, and where divided political 
authority exists, a peculiarly good and promising field of activity 
is furnished to the federal government. The central government 
might well afford to take the lead by gradually increasing its 
r^ulations establishing standards and grades for food commod- 
ities. This would be not only a standard for interstate ship- 
ments, but because of its imifonn nature the states would doubt- 
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less adopt the same standard and grade as that of the United 
States. 

Indeed, in those few cases where the federal govemm^it has 
already established standards and grades, there has been a marked 
tendency on the part of states and cities to modify their laws 
and regulations, in harmony with those of the federal government. 
The Department of Agriculture and the Bureau of Standards of 
the federal government could, after careftd investigation, suggest 
standards and grades for many food commodities. 

The purpose of such standardization and grading should be the 
facilitating of the marketing of these commodities, and as an 
incidental residt, the consumer would be greatly benefitted. Tlie 
matter is not at all simple, for it will mean not only a change in 
state regulations but, what is even more difficult — ^a change in 
trade practices. In many cases of foods as well as other commod- 
ities there has grown up in the trade a system of grades that 
has little to justify it. It is frequently unnecessarily complex, 
and often too great a number of grades are established. These 
numerous grades are partly a result of historical development, 
and very often the commodity as now marketed does not justify 
such a large nimiber of grades. 

If a system of standards for measuring food commodities, and 
as simple as possible a system of grading were established, not 
only woidd the marketing of them be facilitated but the consumer 
could acquaint himself with grades of food commodities. At the 
present time he is frequently a victim of the distributor. He 
does not know what constitutes a number one product, and any 
system of grading ought to be not only limited as to the commod- 
ities but also simple as to its structure. 

We need a great education of the buying public on food and 
food values. A proper system of standards and grading will con- 
duce to this end, 



Standardization and its Relation to Industrial 

Concentration 

By Homer Hoyt 

1 Economist, Waahington, D. C. 



ri^HE advocates of standardization may be surprised to learn 
^ that they are also cornxnitted to a policy of concentration 
of industry, yet that is the inevitable goal towards which their 
principles are carrying them. Standardization and the competi- 
tive spirit cannot live amicably together; one always tends to 
destroy the other. Thus if standardization be attempted under 
comi>etitive conditions and if a number of rival firms undertake 
to manufacture the same standardized article, competition is 
entirely on the basis of price and the concern which can produce 
at the lowest cost and consequently sell at the lowest price will 
undersell its rivals and drive them from the field. Moreover, if 
standardization is retained, the progress towards monoply pro* 
ceeds at an accderated rate of speed because every inroad which 
the largest concern makes upon the markets of its rivals may 
increase its output and lower its overhead cost per unit of pro- 
duct, and correspondingly decrease the output and raise the 
overhead cost per unit of product of the smaller firm. In those 
industries where unit costs decrease with volume the largest concern 
can use the very trade gained by price cutting as a basis of lowering 
prices still more, while the smaller concern with every loss of sales 
is either forced to raise prices or to increase its deficit at a progress- 
ive rate. Wherever standardization thus makes mass production 
imder conditions of heavy fixed capital the most economical, 
competition wiU die of its own excesses and a combination of firms 
— ^in which each plant specializes on a given part of the stand- 
ardized article or in which the most efficient plant manufactures 
all the articles under the most favorable conditions of quantity 
production — ^will be the only stable form of business organization. 
Even as competition thus fails when standardization is master, 
so also is standardization overthrown when competition is kept 
in the saddle. For the only way by which rival manufacturers 

^Ifr. Hoyt 18 now economist of the War TVade Board, Washington, D. C. 

271 



272 



The Annals of the American Acadeict 



can escape from the excessive price oompetitioii that destroys all 
competition is to transfer the competition from the plane of price 
to that of quality by splitting up the standardized product into 
many brands that are distinguished from each other by slight 
differences in size, shape, color or design. Since the consumer 
cannot properly appraise the pecuniary value of these intangible 
and aesthetic differences, he cannot readily compare prices of 
different brands and he thereby loses his power to stimulate cut- 
throat competition between manufacturers. On the other hand, 
when a producer makes his own specialty which is not exactly 
like the goods of any one else, he enjoys a narrow range of mono- 
poly control over price, the jwwer of which varies according to the 
strength of the consumer's preference for his particular brand. 
The device of the specialty not only tends to perpetuate competi- 
tion and small business because it prevents ruinous price competi- 
tion, but also because the production of imique patterns and 
ornamental designs that appeal to a narrow market and that 
require frequent change of manufacturing process neither requires 
large scale operation nor partakes of its advantages. Thus the 
independence and competitive freedom of the firms in an industry 
are maintained by the sacrifice of standardization. 

Hitherto, competition has in the main prevailed over standard- 
ization among American manufacturers so that we have been 
showered with a vast multitude of slightly different brands. The 
chief result of this tendency has been to give the American con- 
sumer almost unlimited ;>ower in directing what styles of goods 
should be produced. American manufacturers have not at- 
tempted to exercise autocratic powers over our daily life. 
American consumers have not been forced to lie in an iron bed 
of Procrustes of standard dimensions, but they have had then- 
choice of iron, brass and wooden beds of manifold sizes and 
designs. 

The variety of design in ordinary articles has given full opportu- 
nity for the satisfaction of the most fastidious tastes ; the discrimi- 
nating judge of chairs had 518 patterns of piano stools and a 
countless legion of ordinary chairs from which to make his choice; 
the connoisseur of plows and cultivators could imdoubtedly find 
the style dictated by his own individualistic notions from the 
varied assortment displayed by the agricultural implementdealers; 
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and anyone who was particular about the appearance of the interior 
of his house could spend his lifetime in turning over samples of 
wall paper. From the cradle to the grave^ from the many varie- 
ties of cribs and baby carriages to the profusion of styles in burial 
shrouds and coffins, the American consumer has been unrestricted 
in his choice. 

In order to satisfy his eccentric notions, however, the American 
consumer is compelled to forfeit the benefits of standardization. 
He cannot buy a standard limousine, standard units of clothing 
graded according to wool content and durability, standard sets of 
furniture, and standard canned goods of guaranteed piirity, 
weight and quality, but he must select the kind and quality of 
goods he desires from the bewildering array of similar brands in 
our national window display. Not only must he spend his time 
in appraising ornamental or superficial differences between slightly 
different brands, and in educating himself against the wiles of the 
salesmen who would sell him an inferior brand with a similar label, 
but he must spend money for his liberty of choice. The extra 
materials and labor required by the ornamental features of the 
brands, the risk of special brands going out of style and the luxury 
of hand made and small scale production, must be paid by the 
producer and passed on to the consumer. The production of a 
medley of brands is also undesirable from the point of view of the 
manufacturer and of society. The manufacturer is limited in his 
market because the specialty lacks the wide range of demand 
possessed by the standardized article, and he is deprived of the 
benefits of large scale production. Society loses on account of the 
wasteful application of its resources. 

Some of this individuality of style is worth its social cost. A 
society in which everyone rode in Ford cars and lived in uniform 
cement houses would be monotonous even though it were the most 
economical. It is also true that some differences in size and style 
are required by the exigences of industry and natural individual 
differences. But after allowing for these necessary minima, a 
further indulgence of individual eccentricities merely lessens the 
surplus capital that might be used for the cultural expression of a 
people along lines where fine differences count for the most in 
artistic effect. 

In view of the counterbalancing disadvantages of a profusion 

19 
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of brands, it would seem that our long-cherished liberties — of 
having so much to choose from that we cannot make an intelligent 
choice — ^are not worth clinging to. The economy of standardiza- 
tion makes a strong appeal to consumer and producer even in 
times of peace. When the exigencies of war also required stand- 
ardization, the American public was quite willing to sacrifice its 
theoretical freedom of selection. The war — with its imperative 
demand for the mass production that was necessary to deluge the 
enemy with steel and to overwhelm him by superior weight of 
men and materials and with its insistent demand for the economy 
of material and shipping space that increased our supply of war 
materiial and that widened the neck of the bottle through which 
these supplies were sent to the battle front — compelled a d^ree 
of unificiation and standardization in American industry that has 
never existed before. American business men who standardized 
their products as a part of the team work that won the war also 
tasted the fruits of the economies of standardization and they 
now hesitate to return to the old competitive struggle and its 
diversification of brands. 

Combinations were necessary to secure the standization that 
was adopted during the war just as combination is necessary to 
secure standardization during peace. The war service committees 
that were organized in each trade under the United States Cham- 
ber of Commerce were the temporary war-time consolidations 
that substituted some degree of imiformity and stajadardization 
for an every-man-for-himself policy. These ephemeral industrial 
pools, formed only for the period of emergency, derived their 
binding force and their resulting powers to compel standardiza- 
tion chiefly from the spirit of national sacrifice. Permanent 
industrial combinations to effect standardization must run the 
gauntlet of an entirely different set of social conditions; they 
must meet the test of industrial fitness and the scrutiny of the 
law. The economic advantage of the standardization effected 
by these combinations has already been indicated,* but the le^lity 
of these combinations in times of peace remains to be discussed. 

The existing law runs absolutely counter to the great combina- 
tions that would sponsor standardization. While standardization 
itself is not prohibited by the law, the only methods by which 

• Supra, p. 284. 
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thorough-going standardization can be attained, i. e., by combina- 
tion, are declared to be unlawful. The very suppression of the 
individualistic tendencies of manufacturers and the unanimity of 
all the firms in an industry that is necessary to secure standardiza- 
tion woidd result in that preponderating degree of control which 
is prohibited by the Sherman Act. The circumstance that the 
combination of industry was for the beneficial purpose of lowering 
costs by large scale production would not blind the eyes of the 
court to the fact that the keen competition over staples was 
thereby effectively restrained. The very power which arises out 
of great combinations is itself illegal, regardless of the mode of its 
exercise. There is no ""good trust" except those raised under 
the Webb-Pomerene Act. 

The way towards standardization thus lies between the whirl- 
pool of ruinous competition and the sharp rocks of the Sherman 
Act. Jf one business man manufactures a standard article with- 
out some price agreement with his fellow manufacturers, he is 
faced sooner or later with a fierce "price competition which ends in 
the survival of one firm. If all the business men in a trade agree 
to manufacture a standardized product without excessive price 
competition, they are guilty of violating the anti-trust statute. 
Standardization in minor details may be permanently maintained 
under competitive conditions and standardization on a large scale 
may survive the competitive struggle for a time; but the full 
benefits of standardization can be permanently reaped only by 
the great combinations that are frowned upon by the Sherman 
Act. 

This breach between the economic advantage and the law in 
regard to standardization seems to be widening, and sooner or 
later a change must come. Either the law or the economic forces 
must yield. The law is the first to show signs of bending. The 
Webb-Fomerene bill permits combinations for export business, 
and since that necessarily means perfect harmony among all the 
firms of a domestic industry for the one purpose of foreign trade, 
it will be difficult indeed to cause these firms to fight in the other 
purpose of domestic business* The concession made to combina- 
tions by the Webb-Pomerene Act may prove to be fatal to the 
entire structure of anti-trust law. 

The movement towards concentration will of course be resisted 
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by whatever competitive spirit exists among American business 
men, and if that combative inclination be strong, we may look for 
an increasing multiplication of brands instead of standardization. 
The strength of individualism among consimiers — ^the desire of 
war-worn soldiers for variety and the pent-up demand of the 
civilian population for another roimd of the pre-war fads and 
luxuries — ^will contribute its influence towards increasing variety 
in goods. The necessity of giving employment to discharged 
soldiers will also be a potent excuse for producing useless frills that 
require an extra expenditure of labor power, in spite of the eco- 
nomic fallacy involved in such an argument. 

As competition thus struggles to retain its former mastery over 
production, the forces of industrial combination and standardiza- 
tion are slowly mobilizing. The imification of the wants of all 
nations and the unification of the control of industry are sweeping 
us onward toward the quantity production of staple goods. 
Varied standards of style and fashion within the United States 
are being merged into one by the centrifugal force that is tearing 
down the barrier between the North and the South, and that is 
effacing the frontier which separated the West from the East, 
while throughout the world the differences in dress and tastes 
have been lessened by increasing social intercourse. 

While this imification of wants is taking place, standardization 
and concentration of industry are also growing. As the foreign 
demand for American goods increases because of a market ex- 
panded by our new international relationships, by the increasing 
speed and carrying capacity of ocean steamers, the wider exten- 
sion of our credit and reputation abroad, the universalization of 
wants accomplished by fraternizing with our Allies, and the 
vacuimi in trade caused by the prostration of Germany, there 
wiU come an increasing tendency towards large scale production 
along lines hitherto operated as small scale units. As we develop 
more and more into a manufacturing nation, using our own re- 
sources for our own mills, feeding raw cotton to cotton mills even 
as steel is sent to the steel mills and thereby establishing integra- 
tion on an ever-increasing scale, the industries of this country will 
be knit more closely together. 

As some American industries thus tend to expand into monop- 
olies of world-wide scope, foreign combinations of trades that 
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possess an advantage over similar American trades will also attain 
monopoly size by entering our markets and exchanging their 
wares for the products of our monopolies. In this merciless 
international competition, the small business unit will lose even 
the little market that it has, and the industries of the world will 
become concentrated into monopolies that from manufacturing 
centers located at the points of greatest geographical advantage 
will send their standardized products by swift and cheap carriers 
to the farthest recesses of the Orient and the developing jungles 
of Africa and South America. As the relationship between all 
nations thus becomes closer and more apparent, individualism, 
the pi(meer spirit and the era of small business will pass from the 
United States. 

Many business men already see the change forecasted in the 
industrial barometer, and they are preparing for the time when 
the l^al dyke will no longer be able to hold back the gathering 
flood. In the meantime the prospective dangers of unregulated 
monopoly should hasten the preparation of new instruments of 
social control. We must draw the fangs of op new-bom monopo- - 
lies before they use their adult powers to seize control of our 
political and financial machinery for their selfish ends. The 
practice of standardization will create a new fund of wealth, but ^ 
we must control the forces that bring it forth so that the masses 
of consumers will share its benefits. 



The Work of the Bureau of Standards 

By P. G. Agnew 

Physicist, Bureau of Standards, Washington, D. C. 

A LL of the more important countries have found it necessary 
-^^ to set up some governmental agency for standardization 
and research work in physics, chemistry and technology. These 
institutions have exerted and are exerting a profound economic 
influence, in the past by reducing the confusion in weights and 
measiu*es from which commerce and industry have largely 
emerged, and at present in clarifying allied subjects in which more 
or less confusion still exists. In the more highly developed insti- 
tutions, more complex problems, such as standards of quality, 
are being undertaken, which frequently involve extensive phy- 
sical and chemical research. Such problems are of great impor- 
tance to extensive branches of industry. 

The three countries in which the organization has gone farthest 
are Great Britain, Germany and the United States. The first 
institution to be established on a modem scale was the Physika- 
lisch-Technische Beichsanstalt, which was established in 1887. 
This is a standardizing and research institution of the highest 
class. Germany has two other institutions, the Normal-Eichirngs 
Kommission, which has control of the weights and measures of 
trade, and the MaterialprUfungsamt, which, as the name implies, 
is devoted to testing and investigation of materials of various 
sorts. The latter institution is imder the control of the state of 
Prussia. 

For many years Great Britain has maintained a Standards 
Department under the Board of Trade. This has charge of stand- 
ardization and inspection service and general administration of 
trade weights and measures. The most important British insti- 
tution of the kind is, however, the National Physical Laboratory 
which was founded in 1898 by the Royal Society and has since 
been maintained by it with the aid of governmental grants. Re- 
cently, as a part of the reconstruction program in research and 
standardization, the direction of the Physical Laboratory has 
been taken over by the Department of Science and Research. 
Hereafter the work of the two institutions will be unified. 

278 
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France has the Laboratoire d'Essais, the Laboratoire de r£lec- 
tricit6, and has made other provision for such work. Plans have 
been drawn for establishing a strong centralized institution cover- 
ing the whole of the field. The Department of Communications 
of the Japanese Government maintains a well equipped research 
and standardization laboratory. Other countries, including the 
British Dominions^ have similar institutions, although not so 
ext^isive. As a result of the war and the innumerable technical 
problems arising from it» ia great interest has been awakened in 
the tyi>e of research and standardization work carried on by such 
institutions, and there has been a considerable activity all over 
the world in establishing new institutions for such work, and in 
strengthening institutions which were already in existence. 

Our Bureau of Standards, which was foimded in 1901, is the 
only one of the national laboratories which covers the whole field 
in a single institution. In a general way it may be said to pover 
the same field that the British and German institutions do. There 
is the difference, however, that the biu*eau is not charged with 
the general legal administration of weights and measures laws, 
but its facilities are to be used for the improvement of weights 
and measures, for securing uniformity in state legislation concern- 
ing weights and measures, and in the adnoinistration of such legis- 
lation. 

The work of the bureau is very extensive as may be seen by 
reference to the Annual Report of its activities which covers more 
than 200 pages. The work falls under three general heads : Stand- 
ardization, Research, and Testing. 

Manifestly it will be possible in a brief review of its activities 
to mention only a few of the more typical phases of the work. 
Moreover these will be chosen primarily to illustrate the activities 
of the bureau in the field of standardization. Some idea of the 
scope of the work may be obtained from the divisions into which 
the administration of the bureau is divided : 

I. Electrical VI. Engineering Instruments 

n. Weights and Measures VII. Materials Testing 

in. Heat and Thermometry VIII. Metallurgy 

IV. Optics IX. Ceramics 

V. Chemistry 
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Eb<^ of these divisions does standardization, research and 1 
ing work in its own field. The standardization work has prinu 
to do with the scientific and technical aide rather than with f 
may be termed commercial or industrial standardizaticHi. 
Fundamental Standardization 

One extremely important phase of the bureau's work is thf 
connection with the fundamental units of measurement and t 
realization by means of concrete standards. One not intima 
familiar with the work is likely to think of it as having beei 
ready accomplished. This, howev^, is far from being the c 
and much important and painstaking work requiring the big 
type of scioitific training and experience remains to be done t 
in the older subjects. There are important fields in which < 
the merest start has been made. 

The scope and the difficulties of the problems involved in ! 
fundamental standardization are not generallyrealized. To se< 
agreement on the definition of a unit a great deal of investiga 
and discussion involving many conferences is necessary. A 
the theoretical definition of the unit has been agreed upon, it 
to be translated into some form of concrete primary stand 
Means must be provided for translating measurements from 
primary standard to the reference standards of testing lab 
tones, and these in turn to the reference and working standarc 
manufacturers and others who must use them. 

Unfortunately there is a widespread popular notion that 
bureau's work is limited to standards of length and mass, bi 
has to do with many other units and standards of a fundame 
nature, for example: the electrical units of resistance, elec 
motive force, current, inductance and capacity, the tempera 
scale, the calorie, standards of wave length, candle power, a 
and others. Work on fundamental subjects involves coiJpera 
with various technical organizations, including national tab 
tones of other cotmtries. 

During the early years of its existence a great deal of work 
done by the bureau on the fundamoital electrical standards, 
international agreement was reached on some of these. Mi 
however, remains to be done. For example, final agreement 
not [been reached upon the details of the priiaaxy standarcU 
volved in the measurement of electric cmrent itself. 
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Standards of Candle Power 

One of the most important phases of the bureau's work on 
fundamental standards has been that in connection with standards 
of candle power. When the bureau took up the subject, the unit 
of candle power used by the gas industry differed by some 2 per 
cent from the unit in use by the electric light industry. The 
units in use in various coimtries showed similar differences. There 
was not, and in fact there is not now, an American national legal 
standard. After years of the most careful work, not only a na^ 
tional but an international agreement on the unit was reached. 
(This does not include Germany whose standard differs by 10 per 
cent from that of other nations.) The actual concrete standard 
by which the unit of measiu*ement is realized is a group of carefully 
selected and seasoned electric incandescent lamps which are 
burned under the most carefully specified conditions. Groups of 
these lamps were prepared by the bureau and furnished to the 
national laboratories of France and England for comparison with 
similar groups used in those institutions. While nominally the 
different countries base their units on different standards, in prac- 
tice the imits are maintained by these groups of electric lamps by 
means of which international agreement was obtained. This 
work has had a profound and far-reaching influence upon the 
development of the industry. While the cost of the work ran 
into many thousands of dollars, the expenditure is wholly insig- 
nificant in comparison with the economic advantages that have 
accrued to innumerable branches of the national industry. 

The Temperature Scale 

A similar problem has been undertaken in connection with the 
standard scale of temperature. As in other cases involving stand- 
ardization of a fimdamental nature, a vast amount of difficult 
research work has had to be done, and more remains to be done. 
The international Bureau of Weights and Measures had already 
done considerable work on the subject when it was actively taken 
up by the national laboratories. As in other cases the necessary 
research work ramifies into many other fields; for example, in the 
case of the temperature scale, work was necessary in the theory 
of radiation, in the electrical conductivity of metals; thermo- 
electric properties of metals, the compressibility of gases, and 
many other fields of physics- 
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'When the European war broke out, considerable progi 
sen made toward an international agreement on the temj 
ale. While such an agreement had not been reached u 
e bureau has been able to establish the temperature sc 
tnu-acy. 

The work of the bureau on the higher ranges of the temj 
ale has been extremely important in the development of t 
Tometry, the measurement of high temperatures for in 
ocesses. A single industrial application is sufiScient to 
e great economic importance of the subject. In the f 
istry there are many processes of heat treatment in wbic 
curate temperature control is necessary. Ftumerlj 
illions of dollars of steel products depended upon the 
e of the foreman in estimating the temperature of stc 
1 color. The accmate scientific measurement and coi 
mperatures in such processes is one of the major imi»tn 
lich have been introduced into the steel industry in the 
ars. There are many other branches of indiistry in wl 
ed of accurate temperature measurem^it and control if 
Etching economic importance. 

Color Standards 
There are several important branches of industry in w] 
ly has not been blazed for scientific standardizatiot 
.portant industrial subject in which very little progri 
en made until the last few years is the question of stant 
in of color. At first we might be inclined to think tl 
mid not be a subject of sufi5cient importance to wan 
tensive scientific and technical investigation. It is, h 
lubject of real importance to a large number of Industrie 
ve no direct connection with each other, and a brief int 
the bureau's work in this subject may be of intocst as 
the type of work whic^ can and should be done in other si 
le bureau has been appealed to by the following inter 
listance in technical problems which the interests coi 
re not in a position to solve without assistance: — I 
idals, refinCTs of oils, paint and varnish manufacturers, 
lists, manufacturers of chocolate, dairymen, physic 
^chologists, illuminating engineers, dealers in dyes, lithi 
I, packing companies, teachers of art, paper manufai 
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textfle manufacturers, ophthalmologists, state govermnents, and 
the following departments and bureaus of the national govern- 
ment: Biu-eau of Chemistry, Navy Department, War Department, 
Grovemment Prmting Office, Post Office Department, Bureau of 
Engraving and Printing, Bureau of the Census, Bureau of Ento- 
mology, Bureau of Lighthouses, and the Interstate Commerce 
Commission. 

The following are some of the difficulties which were to be met: 
The fundamental physical principles upon which scientific sys- 
tematization and standardization could be built up were well 
understood only by a very few experts who had given attention 
to the subject; there was no agreement as to definitions, nomen- 
clature, and methods, even among these experts ; those most vitally 
interested from an industrial or commercial point of view failed 
to comprehend at all the fundamental principles involved; 
pseudo-standards, empirical methods having no definition or 
even description other than the maker's name were m wide use, 
and without any attempt at systematic standardization; there 
was a lack of reliable quantitative fundamental data on the 
physical, physiological, and psychological factors involved; 
precision instruments suitable for the measurements were not 
available. By the aid of a small congressional appropriation, 
and with the cooperation of a few technical laboratories, most 
encouraging progress has been made in the removal of some of 
these difficulties. But much remains to be done. 

In addition to the work which has been accomplished in the 
fundamentals of the subject, progress has been made in applications 
to several important industries, for example, in the specifications 
of the yellow tints in butter and oleomargarin, in the absorption 
of glasses intended to protect the eyes from harmful radiation, 
which was imdertaken at the request of the American Medical 
Association, in the measurements of transparency of paper and 
tracing cloth, and in the color grading of cotton-seed oil, which 
is commercially sold according to its color. 

This work may be taken as a typical example of the important 
technical and economic results to be obtained from a sound pro- 
gram of standardization. It furnishes a broad scientific basis 
enabling an entire industry, including both consumers and pro- 
ducers, to speak the same language. The advantages accruing 
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to a single branch of industry may, normally, be expected to be 
many times greater than the cost of the fundamental work which 
will eventually find application in scores of industries. 

General Standardization and Testing 

The bureau does a large amount of general standardization, 
research and testing work which is of a decidedly less fundamental 
character than that which has just been described, although it is 
of great, and often of more immediate importance to the indus- 
tries concerned. One of the important lines of work is the testing 
of reference standards for other standardizing laboratories, both 
public and private. Many manufacturers periodically send their 
reference standards to the bureau for test. 

Relation to the Government 

The bureau serves as a testing laboratory for the various govern- 
ment departments. Many of them are engaged in the design, 
construction and specification of a great variety of special appara- 
tus in which the principles of physics and chemistry are involved. 
The bureau is constantly called upon to serve as a consulting and 
research institution for these departments. 

Technical Assistance to Reoxtlatort Bodies 

The bureau is not charged with the administration of regulatory 
laws of any sort. It does, however, cooperate closely with state 
and local regulatory bodies in technical matters, serving as an 
agent in technical investigations and to a less extent in an advisory 
capacity. The cooperation is, however, by no means lintiited to 
the official bodies. Opportunity is offered for the fullest coOpa^- 
tion with the industries concerned; the purpose is to be helpful 
alike to the official bodies, to the industry, and to the general 
public. During the early part of its existence this work was 
limited to cooperation with weights and measures officials. 
Gradually such cooperative work was extended. During the last 
few years the problems of safety in electrical installation and of 
service standards in public utility work were taken up actively. 
Certain phases of this work have grown rapidly and have had a 
very important influence in securing improvements and uniformity 
in such standards. 
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Weights and Measures 

The bureau cooperates actively with state and local authorities 
charged with the administration of weights and measures laws. 
Under its auspices an annual conference of such officials is held. 
In this manner much has been accomplished in securing improve- 
ment in and uniformity of weights and measures legislation and 
m the improvement of the administration of existing laws and 
regulations. This is a subject of great economic importance. 
Men who are thoroughly familiar with the subject estimate that 
the direct loss to the general public through the use of fraudulent 
weights and measures amoimts to tens of millions of dollars 
annually. Probably the indirect loss to the industry and to the 
general public arising from such unsatisfactory conditions as 
exist is equally great. 

A few years ago the bureau took up the testing of railroad track 
scales. Until this time no official tests of such scales had been 
made, although the total annual freight revenue based upon 
weighings made with such scales amoimted to over two billions 
of dollars. More recently the bureau was called upon to test 
mine scales in a case of a threatened strike. Very serious errors 
were found in all the scales examined in the region in question, 
not a single one being within the tolerance allowable in such work. 
All the errors were found to be against the miners. As a result 
of the investigation, indictments were returned in the local courts 
and several convictions followed. The result was that the threat- 
ened strike was averted. By the aid of a small Congressional 
appropriation, investigations are being made in other regions. As 
is well known, the question of accuracy of mine scales is a prolific 
source of labor disputes in the coal mining industry. It is thus 
seen that this work offers opportunities of a very great national 
service in helping to eliminate an important source of labor dis- 
putes, to say nothing of the extensive economic savings made 
possible thereby. 

Safety Standards 

As a result of cooperation with organizations seeking to intro- 
duce greater uniformity and efficiency in rules providing against 
hazards to persons in the electrical industry, the bureau imdertook 
the preparation of a national electrical safety code. The prepara- 
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tion of this code extended over four years and involved by far the 
most comprehensive investigation of the entire subject that has 
ever been attempted. It has now been adopted in one form or 
another, in part or in whole, by some twenty administrative 
bodies, and many others have taken favorable action upon it, 
thus leading toward imiformity in the various states. A new 
edition of the code is now in course of preparation. The project 
is necessarily a continuing one to keep abreast of changing condi- 
tions in the industry. 

A gas safety code has been in preparation for some time but its 
development was very seriously retarded by war conditions. 
The bm-eau is preparing to undertake the preparation of a series 
of industrial safety codes. This will be done in very dose co5pera- 
tion with a considerable number of organizations which are 
directly concerned. The importance of thoroughgoing investiga- 
tion of this whole subject looking to the development of satis- 
factory codes which may be adopted with reasonable uniformity 
throughout the country, is evidenced by the large number of 
industrial casualties. The number of such casualties occurring 
annually is roughly equal to our casualties during the war. There 
are annually foiu* hundred thousand accidents sufficiently serious 
to be recognized by compensation boards, and of these accidents 
eighteen thousand are fatal. 

Pvblic Utility Service Standards 

The bureau is in active co5peration with state commissions, 
municipalities and public utilities in the study of technical prob- 
lems forming the basis of service standards. The work includes 
scientific and engineering research, study of the methods of testing 
and inspection employed by utilities, municipalities and conmiis- 
sions, and the preparation of specifications regarding the quality 
of public utility service. Service standards for gas and for electric 
light and power, published by the bureau, have received wide 
recognition and have been very eflFective in introducing unif onnity 
into the different states and mimicipalities. In one important 
phase of street railway work, namely the electrolysis of imder- 
ground structures, the most extensive investigation ever made of 
the subject has been carried out during the last few years and the 
bureau publications on the subject are now recognized as the 
standard authority on the subject. Investigations are being 
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on in these and allied subjects, the most important of 
which is the scientific and technical basis for telephone service 
standards. 

Effect of the War on the Bureau's Work 

The demand for the services of the bureau in connection with 
military work was far greater than its facilities could supply, 
although special grants for military purposes were made by Con- 
gress, by the President, and by the War and Navy Departments, 
totaling more than $2,000,000. The bureau undertook work on 
some two hundred problems having a direct, military bearing 
and it is safe to say that probably more than four-fifths of the 
work of the bureau was directly for the Army and Navy Depart- 
ments. The staff was more than doubled. 

Only a few of the more important imdertakings can be men- 
tioned. The largest single problem was the testing of master 
gages for practically the entire miuiitions production. By master 
gages is meant the reference gages used by manufacturers and 
inspectors. Over one hundred persons were employed in the 
work. Some idea of its economic importance may be gained 
from the statehient, which had been made on reliable authority, 
that at least two American firms, who contracted for large quanti- 
ties of munitions in the early part of the European war, each lost 
several millions of dollars by rejections, the primary reason being 
inaccuracy of gages. The accuracy required in this work was 
decidedly greater than that ordinarily met with in machine-shop 
practice. This work has an intimate bearing on many industrial 
problems in normal times. For example, the bureau is taking an 
active part in the work of the American Screw-thread Commission 
(the chairman of which is the director of the bureau). Greneral 
standardization of gages will probably play a more important 
rdle in the future than it has in the past on account of industrial 
standardization. 

Another extremely important undertaking was the bureau's 
contribution to the aircraft program. A laboratory was con- 
structed for the test of airplane motors under conditions of 
temperature and pressure met by airplanes at high altitudes. A 
wind tunnel was constructed for determining experimentally the 
wind resistance of various airplane parts. Extensive investiga- 
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tions were made on problems in connection with aviation instru- 
ments. The work of the bureau on airplane fabrics led to the 
introduction of an entirely satisfactory cotton substitute for 
linen when supplies of the latter were found to be inadequate. 
The ignition systems of airplane motors, technical questions 
having to do with the dopes used in treating airplane fabrics, 
gases for filling military balloons, and other aircraft problems led 
to extensive researches. 

There were many other important investigations und^^en 
for the military departments which will have a permanent effect 
upon the industries. One of these was the development of a 
new kind of pot used in the production of optical glass, which is 
an industry new to America, and in the establishment of which 
the bureau played an important part. Another was the assistance 
rendered the War Department in simplifying and standardizing 
materials for purchases. 

National research councils have been established in all of the 
Allied nations, and provision is being made in all these countries, 
particularly in England and the British Dominions, for the govern- 
mental promotion of research and standardization on an extensive 
scale. ^ 

Analogy between the work of the bureau and that of the Agri- 
cultural Department has frequently been drawn, it being held 
that the biu'eau should eventually occupy somewhat the same 
position with respect to the technical manufacturing industries 
that the Department of Agriculture does to the agricultural indus- 
try. Physical and chemical research and scientific and technical 
standardization are playing a more and more important r61e in 
the manufacturing industries. Consequently it seems inevitable 
that the federal government should, in this way, do more and 
more to foster these industries. 



Industrial Standardization 

By C. A. Adams 

Bureau of Standards, Waihingtxin, D. C. or Harvard Univenity 

li^OST of US talk of standardization in a vague way, usually 
^ ^ having in mind some particular comer of the subject, but 
without full realization of the comprehensiveness of the word, of 
the magnitude and importance of the field covered, or that the 
co6i>eration without which our modem society would be impossible 
would in turn be impossible without a large measure of standard- 
ization. It might almost be said that the degree of standardiza- 
tion in any nation is a measure of its civilization, certainly in the 
material sense of the word. 

Even in the tribe a common language was necessary, namely a 
standardization of the meaning of words. A dictionary is merely 
a recorded standardization of the spelling, pronunciation and 
meanings of words, as determined by usage and common consent. 
Without the stabilizing influence of such records any language 
would be in a state of confusing and undesirable flux. To be sure 
we still have dialects and colloquialisms, but these are gradually 
decreasing. In civilized intercourse the accurate use of words is 
absolutely essential to mutual imderstanding, however rare it 
may be. Between nations we still have many different languages 
although most of the civilized world now uses substantially the 
same alphabet and there is a persistent effort to establish a uni- 
versal language. . 

The next steps in standardization were in coinage, weights and 
measures. Our present Bureau of Standards is the outgrowth of 
the old Bureau of Weights and Measures, which was merely the 
repository for standards of weights and measures. Imagine 
the hopeless confusion in this country if each state had its own 
system of coinage and of weights and measures. Even between 
nations differences in languages, coinage, weights and measures, 
constitute barriers to intercourse, social and commercial, which 
tend to prevent interchange of ideas and commodities and thus to 
retard that mutual understanding w^ch makes for peace. 

But standardization has already extended far beyond these 
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fundamental fields and is now growing with leaps and bounds. A 
brief classification and review of each field may be of interest, 
excluding the alphabet and coinage as outside of the engineering 
and industrial group. 

Classification of Standards 

Language. Definitions of scientific and technical words, terms, 
phrases : Abbreviations, symbols and diagrams. Standardization 
of these elements of our technical language is just as funda- 
mental to intelligent intercourse in this field as in the case of 
ordinary intercourse; in fact it is more fundamental since we are 
here dealing mostly with accurately measurable quantities. 

Standards of Quantity. Length, area, volume, mass, weight, 
density, pressure, heat, light, electricity, magnetism, radioactiv- 
ity — ^physical constants and their relation to each other. 

Standards of Quality. Specifications for materials together 
with standard methods for testing their qualities. 

Standards of Performance. Operating characteristics of ma- 
chines and devices: Output, rating, speed, efficiency, durability, 
etc., as specified in terms susceptible to measiu*ement. 

Standards of Practice. Begulations or codes dealing with con- 
struction, installation and operation, based upon considerations 
of safety, quality, economy, convenience, etc. 

Standards of Type. Standardization of definite types or varie- 
ties to the end of reducing the number of types and the cost of 
production. 

Dimentional Standards. In any product the standardization 
of sizes or sets of dimensions in order to reduce the number of 
sizes and the cost of production. 

Need and Valxte of Standardization 

This would hardly seem to need argument, but a few illustra- 
tions may not be out of place. 

Some years ago a friend purchased an automobile which had 
nearly as many sizes and types of bolts as there were bolts on the 
car, with a resulting inconvenience almost unbearable. Since 
that time the Society of Automobile (now Automotive) Engineers 
has carried on a tremendous campaign of standardization which 
has not only vastly reduced the annoyance of repair work to the 



Industrial Standardization 291 

purchaser but has greatly reduced the cost of automobiles. It is 
also largely responsible for the primacy of this country in that 
field. 

Another iUustration from the same field was when the same 
society started to standardize steel tubing. All the manufacturers 
agreed except one who persisted in his odd sizes. Shortly there- 
after this manufacturer, wishing to purchase some steel tubing, 
asked for prices and shipment. He found that the price would be 
about SO per cent higher than for the standard sizes, and that the 
shipment would be made in three months as against immediate 
shipment of the standard sizes from stock. 

An illustrati<m from the electrical field has to do with the rating 
of electrical machinery. In the early days there was no agree- 
ment as to what was meant by a ten horsepower motor, and fair 
competition was impossible. The ratings of the several manu- 
facturers varied as much as SO per cent and the customer was at 
the mercy of the pursuasive talents of the salesman. It took the 
Standards Committee of the American Institute of Electrical 
Engineers five years to develop a system of rating satisfactory to 
all concerned and capable of reasonably accurate checking by 
commercial tests. The results of this work have proved to be of 
world-wide value. 

In certain fields, notably in standardization of types and in the 
dimensional standardization when the latter is carried into com- 
plete designs, there is an obvious danger that standardization 
may develop into crystallization and serve as a brake on progress; 
but this is merely a danger and not an obstacle, since it is obviously 
possible to keep the standards abreast of progress. Moreover 
standardization of national scope rarely extends beyond those 
fundamentals in which changes are not likely to be desired, al- 
though the difiiculty of making a change is the greater. A notable 
example of this is oiur abominable English system of weights and 
measures which just "" happened" in those early days when the 
importance of a national system was not appreciated. 

Industrial Standardization in the United States 

Up to within a comparatively few years the work of industrial 
standardization in this country has been largely of sporadic na- 
ture, without any appropriate or authoritative organization for 
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its conduct. One of the best typical illustrations is that of ma- 
chine screw thread standards, one of the most fundamental and 
important matters in the whole field of industrial standardization. 

Screw Threads 9 BoUs^ Nuts^ etc. In 1864 a conmiittee of the 
Franklin Institute recommended the adoption of a system devised 
by William Sellers, now known as United States Standard. In 
1884 Charles Bouer of Warder, Bushnell & Glessner, Springfield, 
Ohio, adopted standard sizes of screw threads for bolts and taps, 
based upon the United States Standard screw thread. In 1895 the 
American, Hartford and Worcester Machine Companies issued 
standards for set-screws and cap-screws, also based upon the 
United States Standard screw thread. In 1906 the Association of 
Licensed Automobile Manufacturers adopted standards for auto- 
mobile screws and nuts. 

In 1907 the American Society of Mechanical Engineers accepted 
the report of its committee on standard proportions for machine 
screws. This committee was appointed in 1902, and had devoted 
five years to the task. As far as the screw threads themselves 
are concerned, the American Society of Mechanical Engineers 
standard differs only in very minor details from the Sellers' or 
United States Standard, but the report of the American Society of 
Mechanical Engineers gives standards also for taps, special screws, 
special taps, and screw heads of various types, together with 
tolerances. 

In 1912, the Society of Automobile Engineers was organized 
and has adopted fine screw thread standards, as well as many 
other size standards of automobile materials and parts. 

In the fall of 1918 a screw thread commission was appointed by 
act of Congress and is still at work. In this work some considera- 
tion is being had of the international situation, and, although 
there are obviously great difficulties in adapting our threads in 
those of the metric system nations, the differences between the 
United States and the British threads are slight. 

Wire and Sheet Metal Gauges. Another illustration is in con- 
nection with gauges for wires, drills, and sheet metal. Of these 
there are several varieties still in use, although for copper wires, 
the Brown & Sharpe or American wire gauge is most commonly 
used for the smaller sizes, and the Edison or circular mil gauge 
for all sizes above 0000 B. and S. Ail these gauges were originally 
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adopted by some individual such as the twist drill gauge of the 
Morse Twist Drill & Machine Company, the Stubbs steel wire 
gauge, etc. 

An act of Congress in 1898 established the Standard gauge for 
sheet iron and steel. Previous to this time there were many 
gauges in use, and the addition of this one seemed only to add to 
the confusion. In 1895 a joint Committee of the American Society 
of Mechanical Engineers and the American Railway Master 
Medianics Association agreed to recommend the use of the 
decimal gauge, — ^that is a gauge whose number is the thickness in 
thousandths of an inch, — and to recommend the abandonment and 
disuse of the various other gauges then infuse. In 1904 the 
Westinghouse Electric and Manufacturing Company abandoned 
the use of gauge numbers referring to wire, sheet metal, etc. 
There are now at least eight different sheet metal gauges in use 
m this country. 

Apart from the standardization by individual manufacturers in 
the haphazard methcki illustrated above and still in operation to a 
considerable extent, standardization in this country is largely in 
the hands of a comparatively small number of our national socie- 
ties, and the United States Bureau of Standards. The standardi- 
zation work of these societies is briefly outlined below. 

American Society of Mechanical Engineers. Until within the 
past few years the standardization work of the American Society 
of Mechanical Engineers was done by special committees which re- 
ported directly to the society. Now there is a central standardi- 
zation committee with general supervision over the work of the 
special committees dealing with particular standards. The con- 
stitution of this society forbids the adoption of standards, but the 
effect is practically the same since the reports of the committees 
are accepted by the society and distributed as indicating approved 
practice. 

Some of the subjects covered are as follows: 

Thickness gauge for metals; machine screw threads; pipe threads and flanges; 
pipe unions; special threads for fixtures and fittings; locomotive and engine tests 
1890; power test code 1915, being performances tests of power plant apparatus; 
boiler code in 1914, being standard specifications for the construction of steam 
boilers; standard tests and methods of testing 



In this last mentioned field the American Society of Mechanical 
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Engineers held sway from 1889 until 1898 when there was or- 
ganized in Philadelphia the "'American Section of the Interna- 
tional Association for Testing Materials, " which was incorporated 
in 1902 as the ''American Society for Testing Materials." 

Ammcan Society for Testing Materials. This society is highly 
and efficiently organized to cover the whole field of materials in- 
cluding: Structural timber; steel for all purposes including railway 
rolling stock, rails, structures, and castings of all kinds; standard 
magnetic tests of iron and steel; copper for electrical aad other 
purposes; bronze; cement; fire proof materials; road materials; 
paint ; coal ; etc. There are thirty-eight standing committees with 
a total membership of about one thousand. 

Society of AvtomoHve Engineers. This is a very active society 
organized in 1912, which has accomplished wonders in the field of 
automobile manufacture. The work of its standards committee 
might be best characterized as dimensional since it deals largely 
with the standardization of sizes and parts. The aircraft work 
was undertaken in 1917 and aircraft standardization b^un. 

American InstUiUe of Electrical Engineers. The standards Com- 
mittee of the American Institute of Electrical Engineers was first 
appointed in 1898, to develop standards for electrical machinery 
and apparatus. The main committee comprises over thirty 
members, and the thirty odd subcommittees include many more. 
The ground covered includes: 

Definitions; rating, performanoe and testing of aD types of dectrical machinery; 
wires and cables; switches, cricuit-breakers and control apparatus; meters and 
instruments; telephone and telegraph; etc. 

The work of this committee is accepted as authoritative in its 
field and has been followed to a considerable extent by similar 
bodies in European coimtries. After the illuminating engineers 
and radio engineers formed societies of their own with their own 
standards committees, their rules, somewhat abbreviated, have 
been printed as parts of the American Institute of Electrical En- 
gineers rules, with a note as to their origin. 

Electric Power Club. This organization includes about 90 per 
cent of the electrical manufacturing interests of this countiy. 
Its work in electrical standardization takes the American In- 
stitute of Electrical Engineers rules as a basis and extends 
them to cover many special cases. It also includes some dimen- 
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sional standards, name plate data and other details of interest to 
the mannfacturer. 

National Electric Light Association. The Electrical Apparatus 
Committee of the National Electric light Association deals with 
such special standards as they find to be needed in the operating 
field,' and not covered by the American Institute of Electrical 
Engineers or electric power club rules, — e.g. : Standardization of 
sizes, voltages and tops for transformers, terminal markings for 
transformers, uniform service rules for motors, etc. 

Both the National Electric Dght Association and the Electric 
Power Club are in dose coSperation with the American Institute 
of Electrical Enginears in their work of standardization. 

United States Bureau of Standards. The bureau was estoblished 
in 1903 and although there had been previously a Bureau of 
Weights and Measures, it was merely a receptacle for the stand- 
ards of length, weight, etc., and not an active bureau of standards. 
The work of the present bureau has expanded enormously since 
its inauguration, its totol appropriation during 1918, including 
that for buildings, having been over $8,000,000.00. 

The ground covered is given in a separate article.^ 

National Fire Protection Association. Amongst other fire pro- 
tection codes this association is responsible for the national electric 
code which was first issued in 1897 with a revision every two years. 
This code does not conflict with but runs parallel to the national 
electric safety code of the Bureau of Standards which deals more 
specifically with safety to life. 

RaUwoif Standards. There are several associations in the 
United Stotes, notobly the Master Mechanics and Master Car 
Builders Association which prepare standards for railway con- 
struction. 

Other Industrial Standards. Numerous other organizations of a 
less technical nature prepare standards in their particular fields. 

Machinery op Standardization 

As the need of standardization has grown, the work has been 
undertaken by existing organizations or by new organizations 
created for the purpose in special fields. But it often if not usu- 
ally happens that a group of standards undertaken by one society 

1 See page 247. 
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is of great interest to several others. Thus the need for compre- 
hensive coSperation has grown rapidly during the past few years. 

The value of a standard depends upon its acoeptability to aD 
concerned with its use. No good results from the issue of a stand- 
ard not thoroughly prepared and accq>table to all, as the resulting 
situation would be similar to that in which each conmiunity 
creates its own language. 

A consideration of the above brief history of American indus- 
trial standardization will make dear the absence of any well de- 
veloped machinery of cottperation between the numerous bodies 
interested in any group of standards, and of an authoritative body 
whose approval will be evidence that the standard in question has 
been thoroughly worked out and has the approval of all the inter- 
ests concerned, for only then will the standard be of real value. 
To meet this need there has been recently created the American 
Engineering Standards Committee, whose organization and 
method of procedure is outlined below. 

American Engineering Standards Committee 

The American Engineering Standards Committee was formed 
by joint action of five national engineering societies (American 
Society of Civil Engineers, American Institute of Mining En- 
gineers, American Society of Mechanical Engineers, American 
Institute of Electrical Engineers and the American Society for 
Testing Materiab), called the "founder societies,'* to meet a long 
felt need of some available and satisfactory machinery for the 
development of engineering and industrial standards, by the 
operation of which duplication would be avoided and cooperation 
between all interested organization and government departments 
secured; so that when a standard or group of standards 
is developed it will be acceptable to all concerned and will, 
therefore, be a real American standard. Moreover as interna- 
tional standardization develops, there is imperative need for an 
authoritative national body to deal with the corresponding foreign 
bodies. National engineering standards committees are already 
in operation in England, Canada, France and Holland, and others 
will undoubtedly be organized in the near future. 
^r^The American ^Engineering Societies Committee now proposed 
{or the development of standards is made up as follows: 
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(a) The cominittee proper or the ** main comioittee '* (with three 
representatives from each of the five ** founder societies " and three 
government departments) > whose functions are chiefly those 
of an oirganizing, coordinating and steering committee. 

(b) *^ Sectional committees/' one for each group of standards 
(with representatives from all organizations or government de- 
partments vitally interested in that particular group of standards), 
whose function is to prei>are the standards in question under the 
direction of the most vitally interested organizati<m known as the 
" sponsor body ." . 

(c) The ^'sponsor society" or "body" may be one of the 
founder societies^ a government department, or one of the " Co- 
operating Societies" of organizations. 

(d) Under "cooperating societies" it is intended to include all 
organizations interested in the production of standards and willing 
to oo5perate. 

Procedure. (1) When the development of a particular group of 
standards is proposed, the main committee assigns the work to the 
appropriate organization as "sponsor," or, if the situation seems 
to indicate that more than one organization is equally interested, 
to these organizations as "joint sponsor." 

(2) The sponsor then appoints the sectional committee subject 
to the approval of the main committee. The purpose of this ap- 
proval is merely to assure the comprehensive representation of all 
the interests 'involved. Complete records of all interested or- 
ganizations and of their standardization work and connection, 
wiU be kept on file and properly classified in the office of the main 
committee. The main committee or its secretary will thus be able, 
either promptly to suggest the proper representation to a sponsor 
on request, or to approve or amplify the representation as provi- 
sionaly proposed by the sponsor. 

(S) After a group of standards has been prepared and accepted 
by a sectional committee, it is submitted to the sponsor body 'for 
its approval and then to the main committee with a full report of 
its history. When approved by both the sponsor body and the 
main committee, the standards in question become American 
Standards. 

(4) When the report of any sectional committee is being con- 
sidered by the main committee, three members of that sectional 
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committee are invited to sit with the main committee to report, 
discuss and vote on the standards in question as if they were 
regular members of the committee. Thus each sectionalj^com- 
mittee (and therefore usually each sponsor body) will be represented 
on the main committee when standards in which they are in- 
terested are being discussed. 

(5) The scrutiny of a standard by the main committee is to 
make sure that the proper procedure was pursued, that it was 
prepared by a comprehensively representative sectional com- 
mittee, that the vote of acceptance was nearly enough unanimous, 
and that the standard is consistent with other related standards. 
Consideration is also given to international relations; but the main 
committee is not supposed to pass upon the details. 

(6) After approval by the main conmiittee the standard is 
published by the sponsor body with the statement that it has 
been approved by the American Engineering Societies Committee, 
and labelled "American Standard" with the appropriate de- 
scriptive title. 

Briefly summarized this procedure is as follows: Standard as- 
signed by main committee to sponsor body. Sponsor body ap- 
points a thoroughly representative sectional committee, subject to 
approval of main committee. Sectional committee prepares 
standard and submits to sponsor body which then submits the 
standard with its approval to the main committee. The standard 
is then published by the sponsor body and labelled '* American 
Standard." 

It is hoped that this movement will receive the hearty co5p«»- 
tion of all organizations interested in standards. If so it certainly 
will contribute largely to the industrial development of the 
coimtry. Similar committees are already in operation in Eng- 
land, Canada, France and Holland. With all of these the Ameri- 
can Committee is in coSperative touch. 

International standardization has already been carried on ef- 
fectively in the electrical field through the International Electro- 
technical Commission, and there is every reason to expect that it 
will spread rapidly imder the influence of the American Engineer- 
ing Standards Committee to the great advantage of our foreign 
commerce. In the broi^ sense, international standardization 
means a common industnal language and the removal of one of 
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those barriers which tend to separate nations and to give rise to 
misunderstandings. The more of these barriers we can remove 
and the more we come to realize that our interests are after all in 
common, the more likely we are to attain that lasting peace for 
which the world longs. 



Lessons of War Cost Finding 

By William B. Colver 

Chairman, Federal Trade Commiasion 

TAURING the nineteen months-r-April 1917, to November 
^^ 1918 — during which the United States was a belligerent 
in the World War, American industry and finance passed 
through an^ ordeal that brought both strength and weakness 
into sharp relief. Before this nation could strike its full 
stride, things were reduced to rather elemental and primitive 
terms. Much of mystery and of pretense was swept away. Out 
of it all must come to those in varied pursuits and walks of life, 
a charity and understanding, one with the other, based on fuller 
knowledge. 

During these nineteen months the Federal Trade Commission 
had a peculiar opportunity to sense what was going on, especially 
in the industrial world. It has been the cost-finding agency of 
the government; the expert accountant of the War Industries 
Board and its Price Fixing Committee, to the Army, the Navy, the 
Food Administration, the Fuel Administration, the Railroad 
Administration, the Shipping Board, the Post OflSce and other 
agencies. 

It is to be remembered that cost finding and price fixing were 
two entirely different functions. One was a striving for exact 
fact through painstaking study and labor; the other, building on 
this fact foundation, was a matter of discretion, of judgment, of 
accommodation to seen and unseen forces and an effort to dis- 
tribute equitably the hardships inevitably resulting from the 
dislocations of war. 

In its cost-finding work the Federal Trade Commission of 
necessity had to search into the very vitals of industry. Some 
took this as a matter of course, appreciating at once the end in 
view. For some other industries, however, such intrusion into 
the privacy of business was met at first with reluctance and mis- 
givings. For the latter this attitude quickly changed, however, 
and these industries also welcomed and aided the commission in 
its work. At the end it can be said that there remains no sus- 
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pidon that a single business secret has been betrayed. Costs 
were secured from whole industries — sometimes involving in a 
single inquiry the examination of the books of thousands of com* 
panies. These results were brought together and presented with- 
out disclosing the identity of individual figures except to the 
responsible officers of the government, and after opportunity for 
scrutiny by each concern of the processes and results as to its 
individual case. 

Thus came confidence and understanding where impersonal 
discharge of duty was met with candor. The vast majority of 
patriotic and enlightened men of a£Fairs welcomed every e£Foit 
to steady and stablize industry as it gathered its vast powers to 
ride the red seas of war and to deliver the tremendous blow against 
the enemy. 

Before this country entered the war, and, therefore, before war 
powers could be exercised in control, a huge and false price struc- 
ture was built up, and in spite of all that could be done, became 
more aggravated. Cost of living and wages went upward as 
prices rocketed. Price structure and its attendant inflations 
today are among the chief perils of the reconstruction period. 
That they are no greater can be attributed almost wholly to the 
cooperation of industry in the program of price fixing which 
checked, so far as possible, mounting prices, and, for the time, 
negatived price based solely on supply and demand. 

One great handicap lay in the fact that basic natural resources 
had been appreciated in value before the price-fixing function 
came into operation. European belligerents had for three years 
been bidding, frantically, for the treasiures that nature had placed 
under our stewardship, and as a result our raw materials had 
been hugely written up before the United States entered the war. 
So when price fixing was undertaken it started from inflated 
values for undug ores and coal, untouched petroleum and imcut 
forests. Despite this false start and the difficulties that flowed 
therefrom, cumulating in all subsequent industrial operations, 
price fixing did stabilize industry and insured it against ruinous 
collapse at the end of the war. 

It is estimated that, in its work for various government agen- 
cies, the Federal T^ade Commission obtained cost and production 
figures of upwards of 10,000 companies, in scores of important 
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industries and many minor ones, which had an approximate 
aggregate investment of twenty billion dollars, and the com- 
modities directly a£Fected by such cost findings represented annual 
sale values of at least thirty billions of dollars, — not far from 
twice the amount of the first, second and foiu*th liberty loans 
taken together. These cost studies by the Commission demon- 
strated frequent and great deficiencies in the accounting methods 
employed by mining and manufacturing concerns and especially 
in cost-accounting methods. In some of the oldest and greatest 
industries there was not even an attempt at that determination 
of unit costs and profits by products which is essential, geno^y, 
to the safe conduct of industry. It is evident that where such 
cost accounting is not established it should be introduced and 
where it is defective it should be reformed. Inventories should 
be carefully kept; labor and material should be accounted for as 
used; indirect and overhead charges shoidd be fairly allocated 
and proper allowance made for depletion and d^redation of 
resources and plants. 

On the other hand, capital charges for construction should not 
be mingled with operating or production expense nor should 
there be introduced itexns of actual or imputed outgo such as 
income and profit taxes, depletion of appreciation of plant invest- 
ments, or interest on capital owned « However, where complete 
records are kept, it is relatively easy to correct bad principles, 
reject improper items or introduce omitted ones. Inventories 
and records of expense and sales by products are necessary to 
compute profit and loss by products. 

The business world, well aware of the extent to which defective 
cost-accounting methods prevail, is alert to promote reforms. 
A few years ago the Federal Trade Commission initiated an effort 
to be helpful in this direction and applied to Congress for' funds 
to carry it on. As these were not given the movement lagged, 
but, as a result of the Commission's enforced studies and as a 
by-product of its war work, that effort may well be profitably 
and economically resumed. If the earlier effort of the commis- 
sion could have gone forward before the war, the government 
would have been repaid many times over during the war through 
making it possible to ascertain <^osts muob mpT^ expeditiou0ly and 
cheaply. 
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In the inunediate future the question of costs will be es] 
critical for the nation's business in arriving safely at post-war 
readjustments. The matter is important to the individual pro- 
ducer, to his banker and to the industry and the public at large. 

The cost and profit findings of the Commission developed many 
facts of interest but were prei>ared under such pressure that there 
has been Uttle time as yet to analyze or interpret the 'results. 
Two facts, however, which are generally known, may be men- 
tioned. First, the average cost during the war period was much 
higher than before the war. Such increases were frequently as 
much as 100 per cent. Second, the variation in costs between 
different companies, often considerable in normal times, was 
enormously exa^erated under war conditions. 

The great increase in average cost was due in part to increase 
in cost of the instruments of production and material and sup- 
plies; to increased cost of labor partly through increase in wages 
but more through violent and frequent shifting of labor and a 
consequent loss of the efficiency that springs from organization, 
habit of work and special skill; to wastes caused by effort for 
increased production and, of course, to the general depreciation 
of money in terms of goods or services. The cost of living con- 
tinued to mount rapidly and with it wages and labor cost. 

Fundamental to the cost increases, however, was the writing 
up of values of natural resources. This tended to bring about 
the production of raw materials from relatively barren or inac- 
cessible sources with a consequent diversion of labor, capital and 
transportation to uneconomic operations. It is doubtful whether 
high prices did really stimidate production to the degree that has 
generally been believed. 

"Where there were successive stages of production in an indus- 
try (sometimes integrateil and sometimes independently operated) 
the costs were increased by the taking of high profits between the 
successive stages of i^oduction. High costs or high profits, or 
both, in (me stage had a cumulative effect on costs in all suc- 
ceeding states — a sort of pyramiding of cost. Price fixing^ arriv- 
^ too late to get at the source of the trouble in the short space 
of the war, was useful in checking its unlimited extension. 

The abnormal variation in costs came largely from the bring- 
u^ in of uneconomic supplies of raw materials and the writing up 
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in value of advantages by integrated concems and those control- 
ling natural resources. Congested transportation and disloca- 
tions of labor with the consequent irregularity of industrial opera- 
tions also made for wide cost variations. 

In considering such variations, however, it should be borne in 
xnind that the lower cost company may not be more profitable 
than the higher cost producer even when both sell at the same 
price. Often the lower cost is the result not of greater economies 
or natural advantages but of investment in more stages of pro- 
duction or in more extensive mechanical equipment, and the 
larger unit profit resulting from the lower cost is absorbed in pro- 
viding the proper return on the greater unit investment. 

Not the least benefit of cost finding, incident to price fijdng, 
was the bringing together, with government officers, of the rep- 
resentatives of the industries for full and frank discussion of costs, 
methods and products. This, with the assembling of such a 
body of current data as was never before had in this country, 
demonstrated the value of such meetings and of the preparation 
and exchange of such proper and useful information. It would 
seem that the Commission might well continue, at least as to 
certain industries, this assembling and distribution, currently, 
of basic and reliable information and that, well within the law, 
industry meeting with government officers might continue to 
exchange helpful experiences and information without the danger 
of being suspected of price fixing or other restraints of trade. 

If certain laws, enacted to deal severely with admitted abuses, 
are fully observed in their spirit, in this manner, it would seem 
that the public interest would be fully served. In such case, a 
peace-time adaptation of the war-time meetings between indi- 
viduals and government for frank discussion, would be as helpful 
as it would be innocent of wrong intent^r harmful effect. Such 
open conferences might be expected to serve all the good and nec- 
essary ends which are among those sometimes sought by clan- 
destine meetings. Pursued in the generous American business 
spirit of fair play such conferences might be extremely useful by 
ascertaining the facts and clearing away doubts and suspicions. 

Prom the experience of cost finding, we believe we may argue 
for: 
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(1) Standardised aooountiiig systems, suited to the various h 

(2) Cost and profit accounting for individual products. 

(5) Beasonable standardisation of products and elimination of excessive 
costs due to unnecessary multiplication of styles and types. 

(4) Compilation and issue of current, basic trade information. 

(6) Conferences between industries and government for the eschange of 
ptopa and useful views and information. 

As for the outlook there need be foresight but no fear. A 
period of readjustment must be met with the new and broader 
view. The same cooperation of industry, of labor, of capital and 
of government that armed the nation for war will make it stiU 
greater in peace. 

As a nation we organized lines of supply and communication 
from Chile and Australia and Afaska and from every state and 
every farm and factory, and through these lines across oceans 
and continents to the battle front of France. As a nation we 
arrived at a power to dispatch a ship loaded with men and food 
and supplies, on the average, of every ten minutes night and 
day, Sundays and holidays. As a nation we launched ships at 
the rate of 490,000 gross tons a month — about 700 tons every 
hour, on the average. As a nation we armed and sent across the 
sea our young men, true crusaders of democracy, at the rate of 
10,000 a day. As a nation we threw upon liberty's altar billions 
and billions in loans — about $500 at every tick of the clock, day 
and night, Simdays and holidays. 

Such a nation, as a nation, may turn with confidence to the 
solution of whatever problems of industry or finance which the 
future may hold in store. 



After- War Readjustment: Rectifying the 

Price Situation 

By Hon. A. C. Miller 

Member Federal Reserve Board, Washington, D. C. 

*VrOW that the war has been fought and won, "what next" is 
-^^ the question everybody is asking and for lack of some other 
sounding word or phrase, nearly everybody is answering "recon- 
struction." It is our national habit when we have to move on 
from one position to another to help ourselves along with a word 
or a phrase; so it was during the war, when we heard much of 
"unification," "coordination," and "conservation." Now that 
we have left the war behind and are looking forward to after-war 
problems, we hear much of " reconstruction." We have borrowed 
the word from Eiux>pe where the war has left conditions very 
different from those obtaining here. It is just as well that we 
should recognize the differences. The war has left us with some 
difficult financial and economic problems but it has not left us 
with any such problems of reconstruction as it has Europe, tmless 
we are going to embark upon the ventiure of trying to "make the 
world over." It will help much, I believe, to put us in the right 
frame of mind toward oiu* after-war problems if we substitute for 
'the word "reconstruction" the less ambitious but nevertheless 
suggestive phrase used by the President the other day in his ad- 
dress to Congress, of "economic and industrial readjustment" 

Europe's Problem. Reconstruction: America's, 

Readjustment 

Contrast for a moment oiu* situation with that of the European 
belligerents which have had four years of war. Sixty millions of 
men at one time or another have been drawn to the front. Two 
or three times that number have been drawn into work so closely 
related to operations on the front that they were virtually in the 
line of battle, so far as the normal processes of economic and in- 
dustrial life were concerned. Ten millions have been killed, 
fifteen or more millions are left so maimed and diseased that they 
will be of doubtful industrial value, unless or until they are 
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"reconstructed." These killed and mamed and diseasw^ 
sented much of the flower of the industrial population of Europe. 
They represent a heavy and grievous loss to their coimtries' 
industries. Their loss must somehow or other be made good 
through finding and training others to take their places. Until 
this is accomplished, the industries which depended upon th^ 
skill will limp. Here is a problem of reconstruction. 

The lands in many of the choicest and most fertile districts of 
Europe were laid waste by the war; farmsteads were burned, 
tools and live-stock are gone; the veiy soil itself is destroyed. 
Here is work of veritable reconstruction. Factories, mills and 
foundries in France's busiest workshop district have been des- 
troyed or so badly injured or dismantled that much must be done 
before they can again take their place in the industry of the world. 
Here again is reconstruction. It is clear, also, that much work 
must be done, not only in the f ought-over and devastated districts 
of Europe to repair the work of ravage and destruction, but also 
even in those where the sound of a gun was never heard. There 
has everywhere in Europe been such deterioration of industrial 
equipment through enforced n^lect of upkeep that much must be 
done before factories and mills are brought back into good working 
order and are able to turn out products which can be used by their 
own people or sent into the markets of the world in payment of 
needed supplies and materials. This also means reconstruction. 

No such fundamental economic and physical problems as these 
are left to us as a heritage of war. Our situation has been one of 
comparative immunity and safety. Our losses of life have for- 
tunately been few and our losses of property negligible. The main 
cost of the war to us, apart from the pecuniary cost which is 
reckoned in the amount of our national war debt and taxes, is to 
be found in the disorganization of industry through the necessary 
shift from a peace basis to a war basis. It has been estimated 
that, including the men who went into the armed service, some 
eighteen million persons have been involved in war work of one 
kind or another, mainly in industries producing for the support 
of our armies and the supply of our European associates. Some 
of these and in some cases many will have to^be shifted from 
their present employments. 

Places will also have to be f oimd for the retiuming soldiers. 
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But it would be a mistake to exaggerate the extent of the redis- 
tribution of the labor force of the coimtry that will be thus oc- 
casioned. It must not be overlooked that many of the basic in- 
dustries, such as steel, copper and the metal trades generaUy, 
which were speeded up or enlarged for the purposes of war produc- 
tion, are normally very large industries and it is altc^ther prob- 
able that they will remain permanently enlarged to meet the heavy 
after-war demands for their products and that consequently many 
of those who first found employment in these industries, as a re- 
sult of the war, will remain with them. At the most, taking the 
situation by and large, oiu* lifter-war condition will present a 
problem of reemployment, or reorganization, rather than a prob- 
lem of reconstruction. It is a problem that we may well believe 
will find its own solution in due course — indeed is already finding 
its solution — ^if the process of economic and industrial readjust- 
ment is kept measurably free from unnecessary interference on 
the part of the government, and if good temper, forbearance, and 
a spirit of accoxnmodation are shown by all interests during the 
period of transition. Government help there may have to be 
in stabilizing industrial conditions from time to time through em- 
ployment on public works, but the intervention of the govern- 
ment should be by way of supplement to, rather than substitute 
for, normal business agencies. The problem is mainly a business 
problem to be handled by business men. 

Extrope's Economic and Financial Need 

It is even likely that in Eiu'ope the process of reconstruction and 
recuperation will be speedier and more complete than many now 
imagine. The parts of Europe that have borne the brunt of the 
war are those whose people are possessed of the greatest economic 
capacity — energy, ambition, inventiveness and determination. 
They are impatient to wipe out the traces of war and get them- 
selves back into working order. Much assistance will be needed 
by them from the outside world in the first steps of the process 
and that means chiefly from us. But with that assistance, the 
repair of waste and the accumulation of new capital may be ex- 
pected to go forward rapidly in Europe in the next few years. In- 
deed the rapidity of Europe's industrial recovery is like^ to be 
one of the economic marvds of all time. 
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Europe will need goods and credit from us if she can get them 
on a reasonable basis. The goods she will need are mainly food- 
stuffs, raw materials of industry and the basic materials of con- 
struction. Provided she can get these at reasonable prices, she 
will take them in large amounts, and trade and industry may be 
expected to be active in the United States for a few years and our 
problem of economic and industrial readjustment may be ex- 
pected to find much of its solution in this way. 

The credits Europe will need will be both short-tenn or com- 
mercial and long-term or investment. The former we can easily 
provide through the further development of acceptance credits 
and the aid of the federal reserve banks. Long-tenn or invest- 
rnoit credits present a different problem; they call for capital, 
and capital must first be accumulated or saved before it can be 
loaned or invested. It may confidently be expected, however, 
that if Europe finds in the American market the goods it needs at 
reasonable prices, ways will be found of financing the purchases 
and investments with the aid of our bankers and the investing 
public. The main pivot of the after-war economic situation, 
particularly in its international aspects, is prices., Europe can- 
not afford to buy much from us on the basis of present war prices 
without endangering her economic solvency and it may well be 
doubted whether it will be to oiu* permanent interest, if we under- 
take to finance her reconstruction, to encourage her to buy much 
at war prices if her solvency is thereby threatened. Much will, 
therefore, depend, both for us and Europe, on the course that 
prices take during the coming months and years as to whether 
the period of transition, readjustment or reconstruction, whichever 
it may be, is to be a short and satisfactory one or a long and wear- 
mgone. 

The Reqce Situation 

Of all the financial difficulties confronting the country at the 
close of the war the price situation is, in a business way, the most 
serious and the one calling for the most immediate correction. 
Fortunately for the United States, this situation is not confined to 
us. The whole commercial world has been involved in a series 
of extraordinary price disturbances growing out of the war. 
While the situation is worse in some coimtries than in others, it 
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is serious in all. The general dimensions and the gravity of it 
are sufficiently disclosed in the broad statement that, in the course 
of the four years of war, the world level of prices has risen by one 
hundred per cent. In some coimtries prices mean depreciated 
paper prices, in others gold prices, but in all an increase has been 
experienced that makes the problem of price rectification one of 
urgency everywhere. 

It cannot be emphasized too insistently that economic life can 
never be normal and that business conditions can never be safe 
until prices in leading world markets work their way back to some 
sort of a stable or normal level adjusted to conditi(»is of naticmal 
and international demand and supply, as these will be when in- 
dustry and trade among the nations have recovered from the 
shattering effects of the war and have resumed something that 
can be called a normal course. How quickly this process will be 
worked out will determine how long the world wiU be in the un- 
certainties and difficulties of- a period of transition. Periods of 
transition are always periods of strain. To shorten them by 
such means as can be foreseen to have a desirable effect is the part 
of good economic and financial p<^cy, both f<^ the individual 
business man and for the nation and for the commercial world at 
large. 

There is already much welcome indication that the more fore- 
sighted of the American business communities are looking ahead 
to the falling of prices as something that is inevitable in the normal 
course and, instead of waiting, are anticipating and assisting the 
process of readjustment by voluntary price reductions. Such was 
the action recently taken by the steel trade, the greatest of the 
country's barometers of industry, an action that is bound to have 
a decisive effect in many related fields. Many merchandising 
establishments, also, are looking ahead and taking such pre- 
cautionary measures as they can to prevent being involved in 
avoidable loss in the transitional period of price readjustment. 
Bankers are scrutinizing credit statements and are advising clients 
to be careful not to be caught with large inventories on a falling 
market, and the advice meets many prepared minds and much 
ready acceptance. 

Such mental preparation paves the way and thereby hastens 
and makes safe the process of price readjustment. But when all 
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is done in this way that can reasonably be expected of the busi- 
ness man, it will stiU remain true that much of the readjustment 
of prices must come about through other action in which the com- 
munity at large must have a principal part 

What is it that has driven prices to the dizsy heights that have 
prevailed during the past four years? In general, the answer of 
course must be war — ^the economic and financial disturbances the 
war has produced. It is difficult enough, even under normal con* 
ditions, to specify the factors which determine the levd of prices. 
The price situation, as we find it in any given country at any given 
time, is the result of a complex of forces in which the production 
and costs of goods, market demands, the saving and investment 
of capital, the state of credit, and the volume of money and cur- 
rency, all have their measure of influence. These have all been 
at work during the war, but they have been so complicated in their 
acticm by the war that no simple explanaticm of the movement of 
prices in our own or other countries is adequate fully to explain 
the causes of what has been taking place. 

HiQH Prices: Scarcity and Inflation 



From the very beginning, the war caused a great ii 
of the demand for a great variety of materials and supi^ies needed 
in modem warfare. With all the efforts that have been made to 
adjust the productive organization of the different countries to 
the supply of these much-needed things, there has, until quite 
recently, been a relative shortage of many of the primary materials 
and basic commodities of war. To that extent, th^ have com- 
manded ^^scardty values" and their prices would have ruled high 
even had there been no alteration in general monetary conditions. 
Much patient and methodical statistical investigation will be 
needed to det^mine the exact extrait to which high prices during 
the past four years can properly be r^arded as ''scarcity values." 

To the extent that the prevailing high prices have been "scarcity 
values" we may expect the situation to right itself in due time as 
industry shifts frc»n war production to peace production and the 
vast numbers of able-bodied workers, who have been withdrawn 
from productive industry to military service, are reinstated in the 
industrial army. The production of many basic materials and 
oominoditieB, which have been in short supply, will gradually 
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catch up with the demand» and values be brought back more 
nearly to normal. This movement has already begun. 

Looked at from this point of view, the problem of reestablish- 
ing a normal price level is a problem in produetion, one to be worked 
out in factory, farm and workshop. Prices will move toward 
normal, and goods will become cheaper as they become more 
abimdant. They will become more abundant as the wast^ul 
processes of war cansimiption come to an end and production 
resumes its normal ways. 

But "' scarcity" is a relative term and there is so much evidence 
of an artificial abundance of mon^ in comx>arison with the things 
that are purchasable by it that the abundance of money must be 
credited with at least an equal influence in explaining the high 
prices which have prevailed. Special attention will, therefore, 
have to be directed in the process of a return to a normal basis 
of prices to the condition of banking credit and curr^icy, which 
has promoted or sustained the upward flight of prices. 

The balance sheet of the belligerent world has been swollen by 
the addition of about two hundred biUions of public debt on the 
liabilities side of the account with only partial offsets in the way 
of newly created wealth on the assets side of the statement to 
insure economic solvency among the European belligerents and 
especially the Central Powers. Not the least of the wonders 
worked by the war has been the ease with which vast public debts 
have been contracted on what must be considered a relatively 
favorable basis so far as concerns interest rate and other terms. 

The fact that the war was not merely or mainly a war of armies 
but a war of nations in which everybody had his part to play does 
much to explain the unprecedented financial achievement of all 
the belligerent nations. Patriotism may have run as high in other 
wars but never before did it so nearly embrace whole commu- 
nities to the last individual in its magnificient sweep. It has 
become a matter of commonplace observation in the United 
States that our people of many different races, creeds and condi- 
tions have never before been so nearly one in thought, feeling, 
spirit, purpose and action, as during the war. All of the four 
great liberty loans have given the evidence and measure of the 
people's devotion to the nation's cause. Twenty-one million 
subscribers to the fourth liberty loan tells much of the story of 
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our financial adbdevement — ^much, but not quite all. For the 
achievement is not quite all that it appears to be and must become. 
The rest of the story will be found in the expanded condition of 
the banks. 

Of the eighteen and a half billions of loans thus far put out 
by the government, it may be estimated that six billions are 
being carried by or in the banks. To the extent that subscrip- 
tions to government borrowings are paid, not out of cash which 
the subscriber has actually saved out of his income, but by 
credit borrowed from his bank, the payment of the subscription 
must be regarded as haviug given rise to an expansion of bank 
credit to approximately an identical amount. Such expansion of 
credit, unless it sets in motion new forces of saving, results in 
inflation, first of credit, then of currency, and, as a consequence 
of both, inflation of prices. A bank's deposits and currency are 
the children of its loans and investments. When the loans and 
investments, th<erefore, which occasion an increase of deposits 
and currency, are not definitely tied to the production or saving 
of goods, they must cause a rise of prices. When the rise of prices 
resulting from an expansion of credit and currency is not able, or 
until it is able, to induce a commensurate increase of productive 
industry to match the increased buying power of the community, 
the resulting condition is one of inflation, that is, one in which 
iheTe is more purchasing power, in terms of money, afloat in the 
community than is called for. 

This condition has not been peculiar to the United States. 
Credit expansion and currency expansion — inflation, for short — 
have everywhere played their part in the financing of the war, 
fortunately not so much in the United States as in other countries, 
but yet enough to cause concern; not disastrously as in former 
wars, but not without producing some serious consequences and 
leaving in some of the belligerent coimtries grave dangers and in 
all of them, oursdves included, a troublesome after-war situation. 
Hie great central note-issuing banks of the modem world — such 
are also our federal reserve banks — ^have made inflaticm easy. 
In the estimation of many they have also made it safe. They 
certainly have done much to make it technically safe. The theory 
upon which the great note-issuing banks pretty generaUy have 
proceeded is that the test of banking safety is to be f oimd in the 
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reserve ratio. The more gold, the moire credit and currency. 
Such appears to have been their monetary logic. Acting upon 
this theory, they have scoured their respective countries of most 
of the scattered gold. 

"Goods" Value Versus "Gold" Value 

So long, therefore, as the great central banks could gather in 
gold enough to maintain a suitable mixture of gold in their re- 
sources and thus clothe their liabilities with a suitable covering of 
gold, their position was one of technical safety, and appearances 
were good. It may be admitted that appearances count for much 
in the psychology of credit and banking. But more than ap- 
pearances and more than technical safety and, therefore, more than 
gold, are necessary to the good functioning of reserve and note- 
issuing institutions. The character of their general assets as 
well as the adequacy of their reserves determines their real con- 
dition. There must be wisdom — ^great wisdom — ^and, at times, 
courage as well as wisdom in the administration of note-issuing 
and reserve credit banks if more than a condition of technical 
banking strength is to be maintained and the world made safe 
against the costly evils of inflation. That lesson the world is about 
to learn as a result of the ^cperiences of the past four years. Un- 
til it is learned and the credit and currency situations in the lead- 
ing coimtries rectified accordingly, the business of the world will 
be in a state of maladjustment with the industrial unrest and 
strife that are usually bred of maladjustment and financial con- 
fusion. 

The fact that inflation in the United States has not been caused 
or attended by suspension of gold paym^its or a discount on 
paper currency, such as was experienced during the Civil War, 
should not blind us to the realities of the situation. Suspension 
of specie payments may take place without producing a state of 
inflation. (Such was the case in France during the Franco- 
German War of 1870-71, when the Bank of France suspended 
specie payments but managed its note issues with such care that 
they were never at any time over-issued and never went to any- 
thing more than a nominal discount as compared with gold.) 

Recent events, particularly in the United States and amcmg the 
northern neutrals of Europe, — which like the United States have 



Rectifting the Pbicb Situation S15 

experienced enormous accessions to their supplies of gold during 
the period of the war, — show that inflation may take place with- 
out a suspension of specie payments or the occurraice of a dis- 
coimt OD, paper. It was the very abundance of gold that helped 
to advance prices in the United States before our entry into the 
war. The currency of the United States now, as then, is a gold 
currency. Prices in the United States are, therefore, gold prices. 
This fact is incontestable. There is gold enough and more than 
enough to assure the absolute convertibility of our paper currency 
in gold. The trouble with our situation is not that the paper dol- 
lar is not as good as the gold dollar; just the reverse is true: it is. 
The trouble with our situation is that neither the paper dollar 
nor the gol<} dollar will buy as much as th^ did before inflation 
of prices b^an. At prices as they are, the paper dollar buys as 
much as the gold dollar. The gold dollar is no better than the 
paper dollar. The two are interchangeable. Our trouble, there- 
fore, is with doll&rs, irrespective of their kind. It is one of quan- 
tity, not of quality, or, at any rate, not of quality in terms of gold. 
Our elastic note issue system has enabled us to place the production 
of paper dollars on a ""quantity basis" without endangering the in- 
tegrity of their gold value. The trouble is with the goods value, 
not with the gold value of the American dollar. Our difficulty 
is, — and therein consists our inflation, — ^that dollars, good finan- 
cial dollars, '"safe" dollars, gold dollars, have been O'eated in 
such abundance in comparison with the amount of goods pur- 
chasable by them that they have, as a necessary result, lost in 
their purchasing power — ^in other words, the supply of money has 
become disprdportionate to the supply of goods with rising prices 
as the inevitable result. 

Since the b^^uming of the European War, or between the dates 
of July 1, 1914 and September 1, 1918, the total money in circu- 
lation in the United States, as shown by the Treasury statement, 
mcreased from $3,402,015,000 to $5,621,811,000, an increase of 
$2,219,296,000 or 65 per cent. Total deposits of all banks,^ 
between the dates of Jirne 80, 1914, and June 29, 1918, the latest 
date for which complete figures are available, increased from 
$21,279,000,000 to $82,589,000,000, an increase of $11,810,000,000 
or 53 per cent. Loans and discounts for the same dates show an 

^ National, state and private banks and loan and trust comjMUues. 
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increase from $15,840,000,000 to $22,059,000,000, or $6,719,000,- 
000, an increase of 44 per cent. Total investments for the same 
dates show an increase from $20,924,000,000 to $31,982,000,000, 
or $11,058, 000,000, an increase of 58 per cent. 

Since oiu* entry into the war, or between the dates of July 1, 
1917, and July 1, 1918, the total money in circulation in the 
United States, as shown by the Treasury statement, increased 
from $4,850,860,000 to $5,621,811,000, an increase of $770,951,000 
or 16 per cent. Total deposits of all banks,* between the dates 
of June 20, 1917, and June 29, 1918, the latest date for which 
complete figures are available, increased from $80,443,000,000 
to $82,589,000,000, an increase of $2,146,000,000 or 7 per cent. 
Loans and discounts for the same dates show an increase from 
$20,502,000,000 to $22,059,000,000 or $1,557,000,000, an increase 
of 8 per cent. Total investments for the same dates show an 
mcreasefrom $28,61 1,000,000 to $81,982,000,000, or $8,871,000,000, 
an increase of 12 per cent. 

The index number of wholescde prices in the United States com- 
puted by the Bureau of Labor Statistics shows a rise from 98 in 
June, 1914, to 202 in August, 1918, a rise of over 100 per cent. The 
index number for retail prices for the same dates moved from 99 to 
171, an increase of about 78 per cent. Since the entry of the United 
States into the war, the index number of wholesale prices has lisea 
from 171 in April, 1917, to 202 in August, 1918, an increase of 18 
per cent, the index number for retail prices for the same date^s 
having moved from 145 to 171, an increase of 18 per cent. 

These figures certainly reveal a very considerable increase in 
the volume of banking operations in the United States since the 
beginning of the European War in 1914. An aggregate of prob- 
ably over ten billions (an increase of about 50 per cent) of new 
purchasing power since the beginning of the European War, 
mainly in the form of bank deposit-currency, has come into ex- 
istence during this period. The portion of this increase, which is 
to be charged to the period beginning with our aitry into the war, 
cannot be accurately determined for lack of adequate data. But 
an indication is supplied by the increase between the dates of 
June 20, 1917, and June 29, 1918, noted above, in the figures for 
total deposits and money in circulation, an increase of the two 

s National, state and private banks and loan and trust companies. 
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together of 8 per cent. It seems within the probabilities that, of 
the ten billions of new purchasing power which there is good 
ground for believing have been created in the United States since 
July, 1914, a fourth may conservatively be regarded as charge- 
able to the period since our entry into the war. 

To the extent that this increase in the supply of the purdiasing 
media of the country has not been offset by a like increase in the 
production of goods, it miist be regarded as imnecessary and su- 
perfluous from the economic point of view, whatever diay be said 
in justification of it from the point of view of political and gen- 
eral financial expediency. To the extent that it has been offset 
by increased production, it presents no difficulty. That there 
has been an enormous increase in the physical output of goods 
in the United States during the past four years cannot be ques- 
tioned. Never before has the country come so near to realiz- 
ing its full productive capacity; never before has there been so 
little unemployment or idleness. Some estimates place the in- 
crease in the physical product of the country during the past 
four years as high as 25 per cent. If we take a more conserva- 
tive figure, of 20 per cent, it would suggest the inference that a 
commensurate proportion of the volume of credit and currency 
existing in 1914, or some four billions of dollars in the aggr^ate, 
was probably legitimately called for by the growth of producti<m 
in the past four years. 

In estimating the amount of credit and currency contraction 
that will have to take place before our price situation can be 
regarded as in a fair way to become normal, these four billions 
should properly be deducted from the statement of the pres- 
ent volume of these items. It would appear probable, there- 
fore, that some six billions of credit and currency in the aggre- 
gate have been created in the past foiu* and one-half years that 
cannot be regarded as having been occasioned by the require- 
ments of industrial growth, as measured in t^ins of physical 
units. This is also approximately the amoimt of war securities 
and war loan paper, as has already been stated, that the banking 
system of the United States is today carrying. To this extent the 
expansion of banking credit and currency would appear to have 
been occasioned by the banks having assumed the burden of as- 
sisting the placement of Treasury borrowings by the extension. 
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use and lending of their credit. Such use of credit is almost of 
necessity inflationary in its immediate effects and in its continu- 
uing tendencies imtil corrected. 

Rectification of the Price Situation 

There can be little question of what form the correction should 
take. ' Where there has been inflation^ there must follow deflaticmj 
as a necessary condition to the restoration of economic health. 
Contraction of bank deposits and currency^ through the liquida- 
tion of war loan accounts, is clearly indicated as the next and 
necessary step in the process of bringing the credit currency and 
price situation back to normal. Those who in our liberty loan 
campaigns were persuaded to borrow and buy must now be made 
to save and pay. ^'Save and pay up" should henceforth be our 
slogan. The problem of correcting a state of banking inflaticm 
is mainly a problem in saving. We must dther put more goods 
behind the outstanding volume of credit and currency — ^that 
means production-— or we must reduce the volume of credit and 
cmrency to suitable proportions — that means saving. 

Expenses and spending must be kept down; money must be 
saved. As it is saved, it must be paid to the banks in liquidation 
of war loans and other non-productive borrowings. If the money 
saved is in the form of deposit or checking credits, then the total 
volume of these in existence and in use will be diminished as they 
are used to cancel an equivalent amount of loans and thus will the 
banking structure be contracted and prices be rectified. If in the 
form of bank notes, the cash holdings of the banks will be built 
up and they will be enabled to reduce their borrowings from 
their reserve banks and in this wise thenoteswillfindtheirway back 
to the reserve banks, reducing at once the volume of their out- 
standing note liabilities on the one side and their holdings of bills 
discounted on the other. Thus will saving effect the reduction 
in the volume of outstanding currency and credit. There is no 
escape from this necessity. So long as inflation exists, the nation 
must continue to practice thrift. Only thus can the capital be 
created and supplied which will wipe out the inflation that already 
exists and avoid or minimise such new inflation as may threaten 
in connection with the great borrowings that must still be made 
for the use of our government and the governments associated 
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with it, to say nothing of the large demands for capital that will 
be made on the American investment market by Europe in the 
process of reestablishing her industries. 

The government's requirements for the remainder of the fiscal 
year have been stated as likely to be not less than seven billions. 
This amount, added to the six billions of outstanding war securi- 
ties which» it is estimated above, have not yet been permanently 
abscMrbed, gives us a total of thirteen billions of public securities 
which must be taken up out of genuine savings if our financial 
and credit system is to be sterilized of the taint of inflation whidi 
at present is upon it. When this is accomplished, prices are 
likely to be at something that can be regarded as a normal level. 
Until it is accomplished, there will be an unstable price situation. 
As it is gradually accomplished, prices will go back to a normal 
basis in an orderly manner. But if a considerable part of the 
new borrowings, which the government must make dming the 
fiscal year and until war accounts are finally closed up, are financed 
by any considerable expansion of banking credit, we are likely to 
have more inflation and an aggravation of a price situation which 
is already sufiiciently serious and burdensome. 

Rbplenishinq Capital 

Europe's post-war financial and industrial requirements cannot 
even be conjectured. But they are likely to be very considerable 
if, as has already been suggested, goods can be bought in the 
American market at reasonable prices and capital obtained on 
reasonable terms. The destruction, waste and deterioration of 
plant facilities and other industrial equipment must amount to 
an aggr^ate, taking all of the European belligerents together, 
that it will take some billions of dollars worth of materials and 
supplies to replace or repair. The amount which Europe is in- 
debted to the United States on the financial account because 
of the heavy borrowings that have been made in the American 
market the past three years, will probably be not far from five 
himdred millions of dollars for interest alone when peace is es- 
tablished. Europe could probably use to good advantage two or 
three times this amount in the process of replenishing her capital 
during the next two or three years if conditions generally were 
favorable. It may be expected, therefore, that capital will be in 
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strong demand in the post-war period and that much financing 
of an investment character will have to be undertaken by America 
in the process of helping the reconstruction of Europe and the 
regstablishment of normal conditions throughout the world. 

The situation presents a duty to be undertaken by the people of 
the United States, as well as an opportunity to be embraced. 
Investment rates of interest are likely to rule high for some years 
and to make saving a remimerative sacrifice. There is no method 
by which capital can be created except by saving — ^by saving pro- 
ductive power from the production of goods destined for imme- 
diate consumption to the production of goods destined for capital 
equipment. It is essential from every point of view that the de- 
pleted capital of the belligerent countries shall be restored and the 
terrible gap torn in the industrial structure of Europe by four years 
of war filled up. Just as the war taught us to draw with doser 
approximation and finer appreciation a line between industries 
and goods accorduig to their bearing on the prosecution of the 
war — ^the '"essentials" being those that helped, the "non-essen- 
tials" those that delayed or hindered — so the same principle, in 
view of the urgent economic condition with which the war has left 
the belligerent countries, suggests an analogous application of the 
same principle — after-war essentials being those that help in- 
dustrial recuperation, the non-essentials those that hinder or de- 
lay. The consumption and, therefore, the production of non- 
essentials must be kept down in order that the production of the 
new essentials may go forward at prices that will attract demand. 

Europe cannot afford to buy great quantities of goods in the 
American market, urgent as is the need for piaterials of post-war 
industrial reconstruction, unless our prices fall, no matter how 
ready we stand to finance them, because Eiux>pe cannot afford 
to handicap her reconstructed industries with a capitalization 
that will not be warranted by earnings when post-war prices get 
back to normal, as sooner or later they will. For her industries 
to do otherwise would be to invite serious losses and possible 
bankruptcies. 

Indeed, much the same may be said of our own d(»nestic busi- 
ness situation. Increase of the capital account will, in general, be 
a perilous proceeding for any undertaking involving large perma- 
nent investment and heavy fixed charges, so long as prices of mate- 
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rials of construction are on an inflated basis. Thusdoesaninflated 
state of prices tend to check industrial enterprise and, therefore, to 
retard industrial recovery. More than that, an inflated state of 
prices always adds to the imcertainties and, therefore, to the hazards 
of business, when once the crest of the movement has been passed. 
Thus is a speculative tinge given to even ordinary business in 
periods following inflation of prices and credit. Such periods, it 
has frequently been observed, tend to promote speculative ac- 
tivities and to breed business crises. For whatever adds to the 
unc^iAinties and hazards of business not only tends to induce 
speculation but also, for that very reason, to add to the diances 
of business miscalculation and, therefore, to the percentage of 
business misadventure. And it is business misadventure, when 
the percentage runs high enough, that makes for crisis. For the 
business crisis is merely to be regarded as a rough and wholesale 
method of adjusting the capitalization of business to the in- 
dubitable facts of the market — ^through earnings to prices — ^when 
capitalization has gotten out of line with the price trend, the busi- 
ness crisis being little other than a swift and violent method of 
correcting errors of business miscalculation, when such errors have 
been extensively committed. 

■ 

Conclusion 

The more the matter is pondered, therefore, the more, I believe, 
the heart of our national after-war business and financial problem 
will be found in the price situation. There are many other fac- 
tors — ^such as wages, taxes, interest rates — ^but none that is com- 
parable in its importance to the price situation nor unaffected by 
it If our price situation is quickly cleared up by deflation, wages 
and taxes may be expected to adjust themselves to the altered 
conditions. Industrial enterprise can then make its calculations 
on something like a stable or normal basis and the period of postr 
war read justment need have little terror for us. The whole 
world is inflated. 

A great opportunity, therefore, awaits the country, which is the 
first to be able to begin marking down its prices toward peace 
leveb. The world needs us and what we can produce. It needs 
copper, cotton, steel, machinery and many other things. Some 
of these it will take at any prices but it will take much if our 
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prices are such as to invite foreign demand, and we need give little 
attention to artificial methods of taking up the slack in the labor 
market and otherwise stabilizing industrial conditions, if we take 
up promptly and proceed vigorously with the solution of the price 
situation. 



Sanity in Reconstruction Legislation 

By Hon. Albert C. Ritchie 

Chief Council, War Industries Board 

npHE transition to the arts of peace presents to the statesn^n 
^ and economists of America industrial problems more com- 
plex and varied than the transition, less than two years ago, to the . 
arts of war. Our problem then was a single one. It was to con* 
centrate the industries and resources of our coimtry upon the work 
of suppljring the materials needed, directly or indirectly, for war 
purposes. 

This, indeed, involved many phases. It required the creation of 
new f aciUties to produce instruments of modem warfare which we 
had not produced before. It required the increase of our existing 
war facilities, and the conversion of non-war industries into war 
industries. It necessitated the curtailment, sometimes the cessa- 
tion, of non-war business, and the elimination of waste and un- 
necessary production, so that capital, labor and materials could be 
released to make things needed for the war. It required priorities 
in production and in transportation, so that war needs could be 
made and moved before non-war needs, and the more urgent war 
needs before those that were less urgent. 

But all these activities, and more besides, far-reaching and 
extraordinarily novel as they were, were only different avenues 
leading directly toward a single goal for which we aimed, — ^the 
mobilization of our resources, our capital and our labor, to the end 
that they should speedily produce the things necessary and helpful 
in winning the war, before producing things which did not con- 
tribute to that one great purpose. 

Now, with that purpose accomplished, the journey back to the 
basis of peace is begun, and there is no longer a single goal towards 
which we aim. Not alone from this country, but from every part 
of the earth, will come calls to labor, industry and capital for 
purposes as many as the ambition and the initiative of men and 
nations, free to strive for their varied commercial and industrial 
interests, can devise. 

On every side we hear measures suggested to aid us in our 
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journey from the single work of war back to the manifold works of 
peace. For almost every problem which can be conceived, reme- 
dies are being crystallized. Business men submit this plan, econ- 
omists that, statesmen still another; and legislation of some kind is 
an incident of most of them. 

The reasons for this wealth and variety of post-war advice are 
largely two : First, there is a marked tendency to regard as due to 
the war problems which are not really due to the war at all, but 
which exist independently of the war; secondly, there is inevitable 
inability at this time to know accurately what many of the prob- 
lems which the war has really caused will be. 

The first reason accounts for a large amount of suggested recon- 
struction legislation. The advocate of this economic doctrine or 
of that, sees in the experience of the war some reason for the adop- 
tion of his particular theory, and he straightway urges his theory 
as the solution of one of the problems which the war has left us, 
overlooking entirely the fact that the problem was with us before 
the war was thought of, and that at most the war merely em- 
phasized its existence. 

One noteworthy instance of this is the discussion of the effect of 
the federal anti-trust laws upon business and the question whether 
these laws ought to be modified or temporarily suspended or even 
repealed altogether. This has been recently and broadly dis- 
cussed as if it were a war reconstruction problem. It is not. It 
is the same problem of competition against combination which 
first confronted the American people half a century ago, and of 
which our solution has been a series of statutes against combina- 
tions and monopolies, the imderlying principles of which are 
certainly sound but the defect of which is their uncertainty, in 
that a decision of the supreme court is usually necessary before it 
can be positively known whether any business union violates the 
law or not. 

The war has served to reopen this whole question, and the 
soimdness of our solution of it. In the first place, in order to 
mobiUze our resources upon a war basis, it was often required to 
pool production in a way which might not have been justifiable 
except on the groimd of military necessity. This raised anew the 
question of whether the business of the coimtry would be best 
subserved by a continuance of the same policy in time of peace. 
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Then the war showed how much industry can do, through or- 
ganization and united effort properly supervised, towards eliminat- 
ing extravagance, waste and unnecessary production, and how 
commercial and industrial economies can reduce and stabilize 
costs. All this is directly in the interests of the consumer, and yet, 
without the consent of the goverzunent, which would be at least 
difficult to secure in time of peace, industry fears to unite even for 
such beneficial purposes as these. 

This condition could in large part be remedied by a la w declaring 
that combinations for these purposes, which are really for the 
consumers' benefit, when approved by an appropriate govern- 
mental agency, should not be held to be in imreasonable restraint 
of trade, — ^in other words, a law defining the particular kinds and 
purposes of combinations which are reasonable instead of leaving 
this question, as the supreme court has done, to the application in 
every case of the "rule of reason" as determined by standards of 
judgment outside the law itself. 

Butihis whole question, profoundly important as it is, was not 
created by the war. It is not a war reconstruction problem. The 
war has simply emphasized its existence, and the possibility of an 
improvement in our policy towards it. In this same class belong 
many other problems for which l^islati ve remedies of one kind or 
another are now suggested, — ^woman suffrage, minimum wage, per- 
manent employment agencies, price regulation, federal supervision 
over capital issues, federal loans to private enterprise, and a score 
of others. 

In the main, none of these are true war reconstruction problems. 
They may have been given new life and emphasis by the war; but 
the war did not create them, and they should not be confused with 
or treated as questions which the war itself has brought to our 
door. Passing to this latter field, it is remarkable how very few 
questions are embraced within it which, at this time, are adequately 
and clearly defined in all their elements. 

One of these is the disposition to be made of the railroads, the 
steamships, the express companies, and the telegraph, telephone 
and cable lines, all now under government control. This control 
was exerted as a war measure solely. What to do with it may 
fairly be r^arded as a problem left on our hands by the war, and 
yet even its solution can hardly be divorced from questions of 
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government ownership and regulation, which have long been with 
us» and, in the case of the steamships, from questions which may 
arise from the terms of final peace. 

In the same class of war problems falls the disposition to be made 
of the war risk insurance policies, whether they shall be carried by 
the government or transferred to private companies, and, in 
either event, under what conditions as to reserve, — although here, 
too, the solution will largely involve questions of government in- 
surance and pensions which are by no means new. 

The method of taxation, whereby we will arrange for the pay- 
ment of our war loans for which sinking funds have not yet been 
provided, and for the discharge of our war debts and obligations 
which are to be met from the general treasury, is, of course, an 
inheritance of the war. It must be solved with scrupulous regard 
for the ability of industry to pay, and without undue obstacles to 
initiative and new enterprise. In this connection, two suggestions 
may be permitted relative to the pending income tax bill, — ^the 
speedy passage of which, by the way, is imperatively neededforthe 
business welfare of oiu* country. 

First, the tax upon new enterprises must not be so high as to 
destroy the initiative to embark upon them. To avoid this, a 
reserve should be permitted which will be sufficient, over a term of 
years, to amortize the expenditures necessary to organise and 
bring new enterprises to a producing basis. The second sugges- 
tion is vital to thousands of manufacturing and mercantile 
establishments today. In computing their income for the purpose 
of taxation, these establishments must take into account not only 
their cash receipts, but also their inventory values, and the 
materials which make up the inventory must be taken either at 
cost or at market value, whichev^ is lowest. The going concern 
necessarily invests and reinvests a large amount of its receipts in 
the materials in which it deals, so that at the close of the year its 
profits are not in bank, but are in large part represented in its 
inventory, at either the cost or the market value of the noaterials. 
If, now, the goods are sold for as much as they or the raw materials 
entering into them are carried in the inventory, then this profit 
is realized, but if, because of a fall in prices, the goods are sold for 
very much less than the inventory values, then, of course, the 
profit is simply a paper profit, and never realized at all. 
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The close of the year will find the manufacturen of this country 
carrying millions of dollars of merchandise and materiab at cost or 
market prices. These prices were high, because the goods were 
Ixmght during a period of rapid advance in the cost and value of 
practically all raw materials and of finished products as well. 
They will go into the year's profits at these high figures. But the 
goods are still on hand» and the manufacturers are now confronted 
with a period in which there wiU be a decreasing value for these 
same goods. Prices are certain to fall, and the goods will not be 
salable for anything like the inventory values, and yet the inven* 
tory value is the basis upon which this year's profits must be 
computed. 

The manufacturers of the country should not be required to pay 
taxes on profits which are paper profits, which never have been 
and never will be realized. Thousands of them could not do so 
without serious business hardship or ruin. To remedy this 
obvious and really disastrous injustice, a provision should be added 
to the pending income tax bill which will permit the manufacturer 
to deduct from his gross income a reserve sufficient to meet the 
probable fall in prices of the materials which are carried in his 
inventory at cost. TVhen the goods are actually sold, the profit 
actually realized will be charged against this reserve, and the tax 
win be paid upon it. In this way, the government would receive 
taxes upon the profit actually realized, which is all it is entitled to, 
and the manufacturer would be relieved from paying on bookkeep- 
ing profits, never realized in fact. 

Hie government-controlled utilities, the war risk insurance and 
taxation have been referred to as problems to which the war really 
gave rise. TVhat else is there due to the war? Many possible 
questions may be conjectured and many of them may materialize. 
But what else is there which at this time has crystallized into a 
proUem of sufficient definiteness to show the need for legislative 
solution, and which may not change or even disappear altogether 
by developments in this country en* by actions at the peace table? 

It was at first thought that legislation must be had to meet in 
some way the conditions resulting from the cancellation of millions 
of dollars of war contracts. What was to become of the vast 
stores qI raw materials bought for these contracts and now released ? 
And the manufacturers who had borrowed against these con- 
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tracts, — ^were they to be called by the banks and become bankrupt 
because they could not pay? And what of the laborers whom 
these cancellations would throw out of employment, — ^must not 
some provision be made for getting them work elsewhere? 

Some legislation in this field has, indeed, been found necessary. 
Protection must be given to manufacturers who began work upon 
government orders without waiting for formal contracts, so that 
the orders might be filled without delay, and who now find these 
orders cancelled, and have no contract under which they can re- 
ceive their just compensation. But this is only a comparatively 
small phase of what many believed was a tremendous problem 
confronting us. 

As a matter of fact, these cancellations are being made under 
careful supervision, without undue abruptness, and with proper 
regard to the industries and to the labor involved, and to just 
compensation; because of this, and because, also, of the facility of 
adjustment which marks American business, the whole problem 
which a month ago loomed so large is rapidly working itself out. 

It is the same ¥dth countless other questions for which l^islative 
remedies are now suggested, — ^what to do with our returning 
soldiers and sailors and with our women workers, with the surplus 
of supplies which peace leaves on the government's hands, with our 
war plants which must now be converted into peace plants; the 
development of new and of foreign markets; the control of indus- 
trial prices to prevent ruinous comi)etition; and a himdred and one 
other questions which, we are told, can only be solved through 
some form of government paternalism. 

Perhaps the future may show that l^islation will be helpful to 
some of these conditions; but in the meanwhile let us not forget 
that the soldiers and sailors who had the initiative and the industry 
to learn the arts of war, and the courage to face and suffer death 
for the victory they have won, will be able to apply themsdves 
with equal initiative and industry and courage to the arts of peace, 
which, less than two years ago, were all that most of them ever 
knew. The women of America can take up their duties <rf peace 
without legislative assistance, just as th^ needed no legislation to 
take up their duties of war. The government can be trusted to 
dispose of its supplies wisely, and without competition with 
private interests. American industry and business initiative will 
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of themselves solve problems of plant conversions, new markets, 
and price stabilization while paternalism is still evolving plans to 
help them. 

So we will find that problems which m^ny now think may re- 
quire l^islation will not require l^pslation at all. They will solve 
themselves. Let us wait to see if this is not so, or at least wait 
until the problems themselves are clearly defined, before advancing 
legislative cures for ills which may never need them. For the 
rest, we must await the outcome of the Peace Conference at 
Versailles. From that may develop post-war industrial problems 
that are both real and saious. Changes in the map of Europe, 
iron ore, copper or other deposits or coal mines transferred from 
one nation to another, obligations assumed by us to transport and 
supply food and raw materials to Europe, lost or acquired colonies, 
tarifif regulations of other coimtries, international pooling of raw 
materials, these and a hundred other possibilities may change the 
industrial balances of the world which has gone, and break down old 
economic advantages and barriers and erect others for the world 
which is to be. 

These possibilities we can now see only in their outline. We can 
see them plainly enough, it is true, to know that allied with the 
international and political problems of the Peace Conference, or 
incidental to them, there may be questions vital to the economic 
and industrial welfare of our own country, the solution of which 
may bring us or deny us the markets of the world. 

But these questions have not taken definite form as yet, and so 
we cannot now shape the policies which should be ours. We can, 
however, rejoice in the confidence that the best business brains of 
the country, — ^the brains of men whose hands have been upon the 
pulse of our industrial and economic life, and who know the 
international moves which may check it as well as those which will 
inspire it with renewed vitality, — ^will be in our country's service 
at the Peace Conference, watchful of our industrial situation, and 
suggestive as to its needs. 

lliiis out of it all may come not only a peace which is lasting, 
but also that which is essential to our welfare and future growth, — 
an economic and industrial progress proportioned to our natural 
resources and advantages and to our national initiative and due. 
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The Outlook for America's Industrial Future 

By W. L. Sattndebs 

IngenoD-Band Company, New Yofk City 

'IJIT'HEN we think of William Penn we always think of Phila- 
^ ^ delphia. But just now, as one reviews events during the 
past four years, as we look forward to a future in which we 
draw the picture of a better world, there comes to us another 
and a broader significance in the life of Penn. This man, some 
two hundred and fifty years ago, stood for the very principles for 
which America has fought a world war — liberty, justice, fair play 
— "the reign of law, based upon the consent of the governed." 
In an age when a popular revolution had almost destroyed popular 
liberty; when such philosophers and leaders of thought as Locke 
preached that government should rest upon property; when all 
history and all experience decried the sovereignty of the people, 
William Penn boldly asserted man's capacity for self-government: 
his vision was one of human liberty and he went so far as to es- 
tablish a colony founded upon liberty. Penn was noted for his 
success with the Indians, — and why? Is it not because of his 
sense of fair play, his recognition of the rights of others? He 
built up a good will, based upon justice, — ^in fact, his whole life 
teaches that it pays to follow the very antithesis of the Teutonic 
policy. His writings are full of hope for permanent peace, some- 
thing about which we are talking very seriously just now. I rather 
think that this was the controlling influence that has led the Presi- 
dent of the United States to go to the peace table. It is said that 
after Penn had concluded his famous treaty he solemnly laid the 
parchment on the ground in token that the soil was common to all 
people. Here we have the first suggestion looking to the freedom 
of the seas. 

During the war we were frequently asked the question, — ^What 
is going to happen after the war? The question was a very diffi- 
cult one to answer, because no one could tell when or how the war 
would end. The story is told of Marshal Joffire, that as he was 
getting into his automobile during his visit to this coimtry an 
American said, "Oh, Mr. Joffre, just one more question, please, 
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When do you think that the war will end?" Turning to his chauf- 
feur Jofihre said, '^Tell this gentleman when the war will end." 

Early in 1015 I sat at a luncheon next to the chairman of the 
United States Steel Corporation. He told me that the war must 
and will stop within a year, **For/' said he, *'it is beyond the 
power of htunan endurance to keep up such a pace." About 
thirty days before the armistice was signed the president of the 
United States Steel Corporation told me that fighting would not 
stop till December 1019. 

For several months after the war began there was scarcely a 
prominent authority in America who did not predict hard times 
for us; our industries and mines were working part time only, our 
finances were disturbed. In May 1915, no less an authority than 
Victor Morawetz, writing in the New York TimeSy said: "It 
seems unlikely that there will be a general revival of enterprise or 
expansion of business in the United States or a healthy or lasting 
increase of security values during the continuance of the war." 
Yet shortly following this prophesy there came to us the greatest 
period of prosperity in our history. 

Strong Financial Condition of America 

I am giving from the records of the past some thoughts that 
may pave the way for my own plunge into the future. Let us 
first think of the present. Surely America was never before in 
better condition to stand hard knocks. Our condition is like 
that of the trained athlete, prepared for the combat. We are a 
creditor nation now and a very large creditor nation too. Europe 
owes us about eif^t billions in bonded debt alone. Our banks 
have one*third of all the gold in the world, yet (and this is an 
element of strength for us as well) the banks of Europe have more 
gold in their vaults than they had when the war began. Our 
federal reserve system has been established. It provides a public 
reservoir in which reserves are held for use and concentration at 
points where they are most needed; by its privileges of rediscount 
money is kept liquid; through federal reserve notes credit is made 
elastic. The strength of this system is such that we might now 
without danger export much of our gold to enable other nations 
to maintain stable conditions of exchange. 

At the dose of our Civil War we had a bonded debt of three and 
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one-half billions. TVhen peace is made we are likely to have a 
debt of twenty-five billions, eight or ten of which will be in the 
shape of foreign loans. Comparing our increased wealth, our 
population and our development in financial and industrial 
resources, it is apparent that we are in a stronger position now 
than we were after the Civil War. Everyone expected a collapse 
in industry then; inflation was high because of the issue of green- 
backs, yet no crisis came. Business activity continued till 187S. 
A million soldiers were demobilized then and the industries 
absorbed them without shock. We shall dissolve an army now 
three or four times as large, but the country has grown in far 
greater proportions. It is interesting to note that wholesale 
prices fell some SO per cent at the dose of the Civil War. Though 
conditions now are not identical, yet there is every reason to 
expect a fall in prices of staple commodities in the near future. 
Food and fuel are likely to be exceptions because of the needs of 
'Ewope. 

There is much fallacious teaching about the material loss in- 
curred by war's destruction. In peace times nations increase in 
wealth in proportion to the productivity of the farms, the mines 
and the industries. In war time that which is produced and 
destroyed, as for instance munitions, must be subtracted from 
the annual increase of wealth. Some of the belligerents, sudi as 
France and Belgium, have probably gone backward, have grown 
poorer in material things because of actual destruction of property, 
but England has probably had only a diminished rate of increase 
of wealth because of the war; or, in other words, the normal in- 
crease has been somewhat retarded because much that has been 
produced has been destroyed. This, if true at all in the case of 
the United States, is true to a lesser degree, because of our late 
entrance into the war and the lesser proportion of goods destroyed. 
Except for the increased burden of taxation and conditions 
brought about by credit inflation, the ending of the war ends the 
burden of the war; the cost has been paid during the war. 

We have witnessed the destruction of the prophetic but falla- 
cious idea so generally held, that a world war must of necessity be a 
short one because of the great cost. We know that this war did 
not end because of lack of money. The money used did not come 
from a storage fund already on hand, but chiefly from goods pro- 
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duced daily while the war was going on. Our resources were 
mainly employed to build things that were promptly destroyed, 
hence while there was a great waste of energy and a loss of poten- 
tial capacity to add to our capital, yet we are no worse off now so 
long as we retain our capacity to still produce useful goods. That 
capacity we have to an even larger degree than before the war. 

It is plain that had America not entered the war we should have 
been industrially and financially richer. Whether we are richer 
because of the war than we should have been following our normal 
progress, it is impossible now to determine. We do know, how- 
ever, that our industries have been enlarged on an unprecedented 
scale. Much of this took place before America entered the war 
and at a time when profits were high, so that a good deal of the 
plant increase has been written off. The tools and equipment 
purchased for war purposes are mostly standard and with some 
exceptions they may be used for general industrial purposes. The 
sted industry in particular has a large capacity in works and equip- 
ment. Much steel will be required throughout the world. 

A Better Labor Situation 

As to labor, the situation is better than ever before because of a 
better understanding between employer and employe. We shall 
hear of strikes and rumors of strikes. .They are likely to come, 
first through the process of readjustment, which has already begun 
in cutting off overtime. During the war, and partly because of 
conditions brought about by the war, industrial work generally 
has been put on an eightrhour basis. That is, the rate of wages 
has been so much per hoiu* for eight hours' work. During the 
pressure for output, works have been run ten hours and more and 
labor has been paid extra time for this extra service. This means 
of course, that the income which labor has received has not only 
been an increased rate per hour but a still further increase in net 
earnings due to overtime. 

As soon as the armistice was signed overtime was cut off, which 
means about 25 per cent reduction in the income which many 
workers had been receiving. This income was, of course, strictly 
speaking, a war income. Labor was pushed to do more work in 
many cases than conditions of human safety and comfort should 
warrant. If we are to agree that there is a period of fatigue, which 
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comes say after eight hours of labor, then it is not only inhuman 
but it is uneconomic to work beyond eight hours. Mr. Vanderlip, 
in a recent address, said that his plumber told him that he had 
been making $400 a month during the war doing war labor; that 
this had been stopped and that he now expected the government 
to see to it that he should still make $400 per month. Of course 
such an argument is fallacious and unreasonable — ^just as unrea- 
sonable as similar claims if made by employers that they built 
and equipped their works at the request of the government for 
war service and that now that the war is over they expect the 
government to keep their works going. 

We have already heard of the just decision of the United States 
Steel Corporation to make no reduction now in labor prices, but 
to make a moderate reduction in the price of steel. Manufac- 
turers have been making from 10 to 50 per cent profit. They can 
well afford to lop off some of this in the future and to do it without 
calling upon labor to share in the reduction. After substantial 
reductions have been made in profits, because the war is over and 
prices should fall, it is not imreasonable to suppose that labor will 
then be willing to do its part in meeting the situation. 

It is a common error to suppose that low cost of labor means low 
cost of product. What is needed, and what we have to a large 
extent now, is effective labor — ^labor that produces in proportion 
to what it is paid. That effectiveness is so great that it has been 
estimated to be two or three times superior to the labor of Europe. 
The ending of the war and the bringing about of a surplus of labor, 
through the release of men from the army, through the cutting off 
of incompetent workers to give place to better ones, and through 
a relief of the pressure to produce a large output, are likely to in- 
crease the efficiency of labor per unit of product. This means that 
manufacturers can afford to make some reduction in prices to 
meet conditions, especially if there is to be, as is likely, a reduction 
in the cost of raw materials. 

But the most wholesome and promising outlook of all is that 
capital has taken a new view of the labor situation. Instead of 
the old idea of master and slave, followed by that of owner and 
servant, we are now entering a period of brotherhood in industry. 
The employer is now striving to look at things from labor's ix)int 
of viewr He realizes that those who spend one-third of their lives 
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or moie on the floor of his works should really have scmieliuiig to 
say about the conditions that exist there. We have seen of late 
the encouraging spectacle where employers of labor, through 
organizations and through boards of trade and chambers of com- 
merce, have adopted resolutions of a conciliatory nature toward 
the workers. The most striking instance of this is a recent report 
of the Committee on Industrial Relations of that old Bourbon 
organization, the New York Chamber of Comjnerce. This com- 
mittee reported, and the chamber unanimously adopted the state- 
ments that the chamber wishes to go on record as favoring dose 
association of wage-earners, managers and capitalists in all large 
industrial establishments, the formation of representative com- 
mittees for adjustment of disputes, and as advising that wage- 
earners, managers and capitalists be brought into direct contact 
with each other in solving labor problems. 

If we agree that our industries are keyed up for service, that 
they are in condition to produce on a large scale, the question 
naturally arises, — who is going to buy the goods? It will not do 
to purchase only for stock. We must look for markets. Where 
are they and how are we to secure them? 

In the floret place, the war has produced a vacuum in the stocks 
of the world. So much of the product of industry has been turned 
to things that have been destroyed that little attention has been 
paid to producing and enlarging normal stocks of goods. Further- 
more, there has been little activity in building operations, new 
construction, repair work, etc. Economists tell us that in times 
of peace the stocks of the world, such as steel, coal, oil, dry goods, 
boots and shoes, etc., are about equal to one year's supply. In 
other words, if production should stop, there would be enough on 
hand to supply the needs of the world for a year. If this is true, 
and of course it is only partly true, there is much work ahead of 
us in simply putting our house in order. 

But the vision which the ending of the war presents to America 
is a broad and alluring one. There are not many great industrial 
nations in the world. America is one of the largest. The others, 
England, Grermany, and to a lesser degree France and Italy, are 
either incapacitated or handicapped. America is free from 
damage to ^ther her flnances or her industries. America, through 
ha* entrance in the war, changed the sentiment of the world to* 
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waxd the war from one of conquest and territorial acquisition to 
that of service, of justice and fair dealing. We went in to serve 
humanity, to see that the individual, as well as the nation, got its 
rights, not alone in its own country but throughout the world. This 
has established goodwill, — ^a thing which every business man knows 
is worth as much and even more than property. I have known of 
large concerns in business that have gradually gone down hill — 
some of them to bankruptcy — ^because they lost their good will. 
Good will is something which is not easily attained. It is seldom 
acquired except through a large period of service. Here we have a 
situation brought about by the war in which America's good will 
has been established, as it were, over night. We have seen this 
in many ways. Our men in arms are received with cheers every- 
where, even in Germany; our President has been called the George 
Washington of the Czecko-Slovaks. All this means that the 
avenues of trade are open to U3. How do we propose to take 
advantage of such a situation? 

Let us be careful that we do nothing to mar this feeling of 
friendship and esteem, let us see to it that in trading with the 
world we seek to sell first what our customers need and want most 
and not what would bring us the largest margin of profit* This is 
a new spirit in trade. No nation of the world has ever followed it. 
The greatest industrial nation^ — ^England — ^with all her liberality, 
with all her civilization, and with all her power, has pushed 
British trade throughout the world with a spirit of profit and with 
little recognition of the higher virtues of consideration and co- 
operation with others. Germany, differing radically from Eng- 
land, has pushed trade by dishonest practices. Her course has 
been that of the brute. The money of the state has been used and 
the people of the state have paid for it, to push her products 
against all economic conditions, regardless of cost, for the purpose 
of making money tlurough her banks and establishing business for 
her industries. 

Tkabe Dependent Upon Labge Banking CoNNEcriONS 

It is a new idea, I say, but a very practical and paying idea, that 
America should seek to trade with the world in the spirit of serv- 
ice. We have seen how unpopular Great Britain has become 
because of her ag^essive methods of trade. We have se^i the 
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of Germany because she did not play fair. We have 
the field open before us. We shall soon have a merchant marine 
sufficient to trade with the world. We know that the building up 
of our own natural resources during the past fifty years has been 
the means through which America has grown rich. Our time, 
energies and money have been so occupied at home that we have 
given little attention to foreign business. Now is our opportunity. 
South America alone is larger than the United States, is more un- 
developed than we were fifty years ago. France, Belgium, Rus- 
sia, have suffered to the extent of billions of dollars. We have an 
opportunity ^ restore them. We have a further opportunity to 
improve thei harbors, to develop their natural resources, and to 
do exactly w it we have aheady had experience with at home. 
To do this well calls for all that is best within us, morally and in- 
tellectually. To do it thoroughly means banking connections on 
a large scale. It means that we must go personally to foreign 
countries and get personal contact with the people there. We 
cannot expect to be paid in gold, because most of it is in America. 
We cannot expect to be fully paid in return goods, because the 
volume of trade should be largely one of export. 

There is only one other way left for us and that is to seek and 
cultivate credit abroad through investment in foreign seciuities. 
In other words, we must build with the credit of the people whom 
we are serving and with oiur own money invested in their indus- 
tries. This is not so difficult as it appears. When the war began 
only some three hundred thousand Americans were bondholders. 
Today the number has reached twenty million. The American 
people have been educated to buy bonds and securities. We must 
educate them still further by showing them that it is clearly in 
their own interest that America should do a world business. 

President Wilson said to me but a short time ago, — ^''I am not 
so much concerned as to whether we shall have good business after 
the war. The thing that concerns me most is whether or not the 
American people will be able to stand that great prosperity which 
is in store for them." 



Some Thoughts on Our Shipping Policy 

By Hon. Bainbbidge Colby 

Member United States Shipping Board 

nPHE question of the nation's policy with r^ard to shipping is 
^ not for the Shipping Board to decide. The Board may 
make recommendations. It may state opinions, deduced from its 
studies or from its experience. But the formulation of a policy 
rests with Congress, and it is for Congress to say wheth» the 
large and growing merchant fleet shall be operated by the govern- 
ment or by individuals as agents or lessees of the government, or 
as purchasers from the government. The Board is a branch of 
the executive power, and under the directions of a statute passed 
by Congress has called into being a strictly emergency fleet. The 
total number of vessels constructed, equipped and put into serv- 
ice under the Board's direction from August 1, 1917, until Novem- 
ber 23, 1918, was 519 vessels, of a total tonnage of 12,867,000. 
The additional vessels which have since been delivered into serv- 
ice will bring the total of new construction up to approximately 
S,SOO,000 tons by January 1, 1919. 

The Success op American Shipbuilding 

The grim necessities under which this task was undertaken have 
been met. The effort of the enemy, with its indiscriminate pro- 
gram of sinking merchant vessels, has come to naught. Its effort 
to paralyze communication between the Allied nations failed. 
This, failure has been largely the result of America's great con- 
tribution to the world's successful effort to construct and restore 
tonnage faster than it could be destroyed. 

A fair appraisal of this success can be made only if the fact is 
kept in mind that shipbuilding and ship management had be- 
come almost an alien industry to our people. So blind and ill- 
informed had been the course of legislation in this country for 
sixty years that America's proportion of her own foreign com- 
merce, carried in her own ships, fell from a percentage in excess of 
90 to 8f per cent shortly prior to the outbreak of the European 
war. When the great crisis overtook us, we were confronted by 
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the necessity of creating, on an unprecedented scale, a new indus- 
try. We built the best ships we could, in sise and type, with the 
ever-present duty before us of making evaything subservient to 
quantity and speed in production. 

The armistice found the shipyards of this country n4>idly grow- 
ing in efficiency and in the rate of output. We were making ship- 
builders as well as ships. We were approaching the peak of 
production. And now, with the passage of the great emergency, 
we are in a position to take an inventory of what has been done, 
and to review and in some respects recast our program to meet 
the criteria of sound business and of competitive operation, in- 
stead of considering solely the emergency and the stem but simple 
measures necessary to cope with it. 

Our ships are of good design, the greater number of them of 
sufficient carrying capacity and speed to make them highly ^- 
cient instruments of commerce. It is true, however, that we have 
built a considerable number of ships of relatively smaU carrying 
capacity, whose utility in conimerce is qualified by that fact. 
These smaller vessels can be used advantageously only in coastal 
or insular trades where their carrjring capacity will not be greatly 
reduced by fuel carrying necessities. In addition to the ships com- 
pleted, upwards of 12,000,000 tons of shipping are either on the 
ways, far advanced toward completion, or undar contracts which 
cannot be cancelled except at a great sacrifice of values. What 
shall be done with this fleet? Although it is authorised as an emer- 
gency fleet, it is a merchant fleet none the less, of important extent 
at present, and of very much greater dimensions in prospect. 

I have a personal opinion on the subject. It is the reflection of 
opinions entertained by many men who have given their lives to 
the study of shipping problems, and who have achieved large 
success in shipping operation. I do not, however, offer it as an 
official expression, but it is high time that sober thought is di- 
rected to the subject, and what I say may aid in crystallising a 
sound public opinion. 

Shall We Have Government Operation? 

My personal view is against government operation of our mer- 
chant fleet. The business of ship management, the expert grasp 
of domestic and overseas market conditionsi the shrewd sense of 
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trade, presuppose personal initiative and require individual enter- 
prise. A public administrative body could hardly meet such 
requirements on a small scale, much less on the unprecedented 
scale that operation would assume if applied to our large and 
growing national marine. 

It has been suggested that the government operate its mer- 
chant marine for a limited period, availing itself of the high 
freights which the war has established and which will not in- 
stantly decline to normal levels now that active military opera- 
tions have ceased. The theory underlying this suggestion is that 
the government can in that way amortize the excessive war costs 
of construction and reduce the value of its fleet to a point within 
the resources of prospective purchasers, and to a level more 
nearly approaching post-war commercial costs than the high book 
cost which our ships represent at the moment. This proposal has 
logic and some measiure of attraction. But I incline to the opiniin 
that a failure to achieve the larger commercial objectives through 
such an extension of the period of government operation would 
more than counterbalance, by its indirect losses, the immediate 
gains through government operation. The management of a 
ship, the selection of cargo, the hunt for markets, the study of 
customers* wants, the nice calculation of loss and gain, the intii- 
cate problems of routing, with the delicate interrelation of all 
these factors, demand as an indispensable factor in the right 
solution of our shipping problem, the element of personal ambi- 
tion and individual interest. 

There is stiU an important government function which nothing 
can supplant. We should both build and operate, but not as a 
general policy; merely in my opinion as a stabilizing and con- 
tributory function in the upbuilding of our merchant marine. 
We should build a substantial number of ships, with the view of 
stabilizing work in our shipyards, and bringing about that sus- 
tained and steady demand for tonnage of standard type that 
would enable our shipbuilders to reach the low costs without 
which the industry cannot be kept alive, and incidentally attain- 
ing that proficiency in the craft of shipbuilding which is a vital 
element in the problem of costs. 

As to operation, the government may well undertake the 
pioneering for new trades, and by its own operations, pursued 
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judiciously and not in any sense competitively with our own ship- 
owners» establish regular lines for freight, with fixed schedules of 
sailings. This work, in fact, the government must undertake, to 
a large extent absorbing the initial cost, which will be justified by 
the large benefits flowing to the nation's trade as a whole. 

Only when the nation's shipping is recognized as a national 
asset, not the exclusive concern of any one section of the country 
nor a source of enrichment to any special class, will we approach 
this problem with enlightenment. The test of any policy is not 
the profitableness of the immediate operation, but the benefit to 
the nation's trade and commerce as a whole. The merchant 
marine is the delivery system of the nation's business, and our 
shipping policy must seek its vindication in the widening of our 
commercial fidd, in the multiplication and diversity of our under- 
takings, and in the deepening of the foundations of our national 
prosperity. 



The Industrial and Commercial Outlook 

By Hon. H. A. Gabfieu) 

United States Fuel Administrator 

T HAVE not, during the past year, aocumulated a fund either of 
^ cynicism or skepticism. I still believe in my f ellowmen, and I 
stiU look upon the public of America as properly interested in and 
at reasonable and proper times given to chastening duly their 
public officials. All of which makes me believe more in democ- 
racy than I ever did before. It leads me to recognize that 
representative democracy is not a failure. 

When I left collie I entertained the belief » shared, I suppose, 
by a great many young men, that the world needed reforming, 
and that we were going to reform it; I believed also that public 
officials were running things to suit themselves while the people 
went about their several tasks indifferent to the public wdf are. 
The experiences of the last year convince me that I was mistaken. 

While it is my purpose to speak of the outlook rather than the 
look-back, I venture to give a single illustration of what Mr. Miller 
has had to say^ concerning increased productive capacity. 

In the production of coal there were engaged in pre-war times 
a great army of men, perhaps 750,000 of them throughout the 
country. When one has looked at the reports of previous years, 
it has been with amazement that the amoimt of output of coal 
per person was so small. It was also surprising that the number of 
days during which the miners worked was so small. I make 
haste to say that I do not mention these facts as in any sense an 
indictment of the miner, for he has labored enough to produce the 
needed amount of coal. The significant point, with refai^nce to 
our experiences of the past year is that, with a large reduction in 
the number of men at work, the total amoimt of coal produced 
has exceeded, far exceeded, any record heretofore made. 

The ability and willingness of our mine-workers to increase pro- 
duction when the need arises and the call comes have been amply 
demonstrated by the work of the past year. The coal miner 
produced year in and year out before the war an average of from 

1 See page 806. 
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three to four tons a day — ^the amount depending in eadi case 
upon the way in wluch the ooal lies in the ground and the difficulties 
to be overcome in getting it out; but during this past year in many 
districts a single miner has produced ten, twelve and as high as 
thirty-five tons a day. I speak, of course, in these latter figures of 
special instances, in the former of averages. The two statements 
cannot therefore be compared. I have not the average yet for 
this year, but I am sure that we will find a very much higher 
average per man than heretofore. 

What shall we do to assist in the readjustment from war to 
peace? Shall we follow the advice of those who say, 'Xut away 
all siq[>ports and let drop what must drop, at once? " Or shall 
we pursue a more deliberate policy and gradually take away the 
supports, or, if you please, the restrictions which have been 
placed upon business during the past year? I believe the truth 
is found between the two extremes. The principle generally 
advocated by the American people is that we be left free, that 
individual initiative be developed and relied upon in the per- 
formance of our several tasks as fully as possible; this seems to us 
to be the normal way. When, however, in a great emergency 
the government has found it necessary to stqp in and interpose 
artificial but very necessary restrictions upon industry, then a 
condition of things is introduced that is abnormal, and the query 
very properly before us is whether we ought not to remove those 
restrictions with some detiberatioB. My own judgment is that 
we may set about the task with too much zeal, that there should 
be a certain amount of holding back, and yet not so much as to 
artificially hold prices at the high level. Because, as Dr. Miller 
points out to us,* if prices are artificially maintained at the high 
level it wiQ in the end work an injury to our industry in competi- 
tion with industry elsewhere; and that, of course, must reflect it- 
self in the end by injuring the wage-earner. 

The Industrial and Financial Outlook 

*Two points are suggested by the topic, ''the industrial and 
financial outlook.'' I think of industryj[^as our industry at 
home. I think of the financial relations here intended as having 
to do more particularly with commerce abroad. 

•S;m page 820. 
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The statement made by Mr. Ritdbie,' to the effect that many 
of the problems we are taUdng about as though they were new 
problems having to do with reconstruction or readjustment from 
war to peace, are in fact not new, but old, is true. And yet it 
seems to me that in dealing with the industrial outlook, we have 
presented to us an aspect of the labor question so new and so 
important — ^with such a new emphasis, perhaps I ought rather 
to say, upon the relations of capital and labor — ^that it presents 
virtually a new problem, a real problem, one growing out of the 
experiences of the past year. 

The illustration which Mr. Saunders gives appeals to me very 
much*— men meeting with their employes on conmion ground, 
the familiar factory ground, or wherever it may be, and consider- 
ing questions as though th^ affected all, as indeed they do. We 
have learned the truth of this during the past year. For example 
in the Fuel Administration over and over again it has been neces- 
sary — some strike pending or operators in some region threaten- 
ing to put in force r^ulations that would work an injury to 
labor — ^whenever a question of that kind has arisen, that I 
telegraph to representatives of labor and of the operators to 
come to Washington. They have always come, and we have 
said to them something like this: *^A11 these questions that divide 
you must be put aside. America is at war. You have one thing 
to do, and one thing only; you have to produce coal from the 
mines and put it into cars. Now, if you, and if we, be true to 
the great task that presses upon our people at this time, you will 
agree with me and put aside your differences." They h(we 
ag;-eed with me and they have put aside their differences, with the 
result that they have learned how to coSperate, not only in the 
common purposes connected with the operation of mining, but in 
the greater common object by which we have all been absorbed 
during this year. 

Government has its proper part in all this. We areleamingthat 
the question of capital and labor is no longer a private question 
in which government has no part. We are coming to see that it 
is a three-cornered question: Government on the one hand, not 
owning — ^that is rather a crude way — ^but supervising industry; 

* See page 894. 

* See page 9S5. 
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and on the other hand, labor and capital; — ^the three cottperatmg 
in a common purpose for the benefit of all. 

Now, then, one other word as to the second point, concerning 
the commerce which is international. What is this new stage 
upon which we are about to enter? It resembles the first in this, 
— ^and the President of the United States has expressed it, — ^the 
spirit of cooperation is not to be confined to any group. It must 
be given its full play in the dealings between nien at home and 
between governments in their international relations. 

It was said not long ago that the proposals of the Paris 
Peace Conference of 1916, which advocated war after the war, 
would work injury to the Entente Allies. The statement was 
that, if the policy of war after the war were adopted, the coal in 
German territory could no longer be brought out to the steel 
plants in Lorraine; and that if that happened there would be 
great injury to the sted plants in Lorraine, because they would 
have to go two hundred and fifty miles to England for coal, the 
French mines being out df commission by action of the German 
armies, thereby greatly increasing the cost of steel production in 
the plants around Metz. On the other hand, the coal lying in 
the German territory is only from fifty to one hundred miles 
away, and if there were war after war, those coal mines would be 
cut off from the shipment of eight million, three hundred thousand 
tons of coal a year, which normally move from Germany into 
France. This same authority whom I am quoting said: '*If you 
cut that off, the inevitable thing wiU happen; theseeightmiUiontons 
will move north into the Scandinavian countries and cut off the 
supply that normally comes from England into those countries, 
because Germany must sell her coal and will cut under any price 
offered by England. Germany would be forced, in other words, 
to dump her coal. 

Now, that is a hard-headed practical proposition. By whom 
was it stated? By pro-Germans? No. It was said by English- 
men. It was printed in a report appearing within this calendar 
year, by a committee of which Lord Rhondda was chairman, and 
afterwards Mr. Nimmo, and calling attention to the folly of war 
after war, so far as the coal trade was concerned. 

Similar illustrations can doubtless be produced in other fields. 
Ever since the days of the mercantile school, — since Adam Smith 
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gave us a new li^^t upon economic questions, — ^it has been under- 
stood that I do a very foolish thing if I prevent you from produc- 
ing that thing which you have and I want. 

At the present time one of the problems which presents itself to 
our President and the peace envoys is the question of preserving 
so far as possible among the nations of the world, the kind of 
free exchange that depends upon the prosperity ci each of the 
parties to the exchange. That principle is not accepted yet with 
patience, even when an English committee gives us the illus- 
tration and the facts, because we are inclined still to look upon 
Germany as an enemy. She is tedinically still an enemy; but we 
are about the business of making peace, — peace with whom? 
Peace with friends? No, peace with enemies; peace with the 
world. And if we carry our purpose out in a sensible way, it wiU 
be so carried out that nations will rise in their strength not against 
nations any more, but in coSperation — in *'co5perative compe- 
tition," if you like — ^no longer standing jealously against each 
other, but cooperating in friendly rivalry to the end that you 
and I, men and women everywhere may be benefited thereby. 
The outlook is of vastly improved relations between human bongs 
in their dealings with one another as producers in labor at home 
and in the great interchanges of commerce and finance the world 
over. 



Some Phases of Financial Reconstruction * 

By Paul M. Warburg 

Fonner Vice-Govemor of the Federal Reserve Board 

A S destruction once begun on the battle field spread its waves 
"^^ until its effects had reached all parts of the world, so the 
work of reconstruction will involve the whole globe far beyond 
the centers originally affected; and as the character and extent 
of the disturbance differ in each country affected, so the word 
'"reconstruction" will have a very different meaning in the various 
parts of the world. In some it will indicate the physical restoration 
of the tangible things actually destroyed, in others financial or com- 
mercial rehabilitation; in others it will mean the reKstablishment of 
normal levels of living and working — ^a retiun, more or less, to 
pre-war conditions. The last named group includes the United 
States. Considering the question merely from the domestic point 
of view, "'the movement back to normal" would appear as the 
main aim and characteristic of our own problem of reconstruction. 
Several thoughts, however, will at once occur to us at this 
point and emphasize the complexity of our task. 

Firti. That the normal of the past is not likely to be the normal of the 
future, which raises the further question of what that normal ultimately will be. 

Second. That between our present level and that ol the future there wiU of 
necessity be a period of transition — ^which raises the question of how long or how 
short it should be. 

Third. That both on account of the moral obligation involved and on account 
of the effect that reconstruction in other countries must needs exercise upon our 
own future eoonomic and financial development, we cannot possibly consider the 
problem as a purely domestic one — ^which raises the question of purchases on 
credit by foreign countries and the influence of foreign purchases upon the course 
of prices. 

AndfincJly, that the return to the new normal level must not be construed 
simply to refer to the level of prices and wages, but that it includes the new 
norm of government influence in business — ^which raises the question of the 
restoration of the freedom of individual action and operation, willingly surren- 
dered in the face ol war, but held sacred and inviolable in times of peace. 

^ Address delivered at Atlantic City, N. J., on December 6, 1918, before the 
War Emergency and Reconstruction Congress of War Service Committees of 
American Industries, under ausinoes of the Chamber of Commerce of the United 
States of America. 
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To sketch the problem in its vast outlines is to acknowledge 
our inability to treat it adequately even within the limitation of 
some of its phases. For it is evident that the plan to be applied 
in grappling with the side issues must depend upon the general 
policy ultimately to be adopted by the government in dealing 
with the whole problem. That is the reason why in discussing 
the topic of financial reconstruction only the obvious can be 
stated with confidence at this time, while wide room is left open 
for assimiptions and speculations whenever we try to go further 
afield. 

My justification for taking up some features of the financial 
side of the question is that I believe that by carefully analyzing 
the problem we may assist in clarifying it, and succeed in disjiosing 
of some of the fallacies befogging the issue. 

In looking into the future we have as yet no definite landmarks 
upon which we can fix our range-finders in order to ascertain just 
where the line of demarkation will lie between the transition 
period and the era following it. We know, however, whence we 
came, we know our present conditions as our actual starting point, 
and it must be our first aim to try to gain as dear a conception as 
possible of our ultimate position, so that in dealing with the 
interval and the co-related problems, we may map out a course 
that will lead us towards that final goal. Let us b^in then with 
the obvious things that we may be able to discern distinctly. 

As I look through the telescope into the period following that 
of transition, I see a United States to which the world at large will 
be heavily indebted, and to which annually hundreds of millions 
of dollars will be due as interest on loans extended, in addition 
to the hundreds of millions due in payment of the raw materials 
we shall be able to spare for other countries. I see an industrially 
highly developed country which, with the exception of a limited 
number of articles, will be capable of producing most of the neces- 
saries of life for the consumption of its own people. 

I perceive, therefore, a country amply protected by a vast 
annual international credit balance, a country which by keeping 
some portion of its foreign security holdings in the form of reason- 
ably short obligations, should be able to protect itself against any 
serious encroachment upon this creditor position; a country 
owning a huge gold stock— a country, in short, which need not 
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give itself any great concern with regard to the task of maintaining 
the parity of the dollar exchange all over the world. 

I do not wish to pose as what the British wittOy have termed a 
"war prophet-eer," but I much misread the future if it does not 
have in store for New York the position of a world exchange center, 
vying with London as a free gold and discount market. As I see 
it, our future economic position will be of such strength that it 
will be difficult for many countries to keep their exchanges at par 
with us. They are not likely to have sufficient quantities of the 
goods required by us, nor will they have large amounts of gold 
to spare, and therefore, in payment of the things we sell them 
and of the interest they will have to pay us, they will have to try 
to find something else than goods that we may purchase from 
them; that is, they will offer us the individual or collective obliga- 
tions of their nationals, or their industrial enterprises, or such 
securities or assets of other countries as they control. If we 
want these countries to continue to be able to buy our goods, it is 
therefore incumbent upon us to prepare ourselves to grant these 
foreign credits and to buy and assimilate these foreign assets. 

Financing op the World's Trade 

In order to carry out this program several things are necessary. 
First, our banks and bankers must be able and willing freely to 
extend their acceptances for the financing of the world's trade. 

It is inevitable, if our banks and bankers continue to show the 
same spirit of enterprise and patriotism they have demonstrated 
during the war, that in the financing of the world's current trade 
we shall have a very large share. As a matter of fact, we owe it to 
the world to bear a substantial portion of this burden. To that 
end the discount rates of the federal reserve banks and the policy 
of the Federal Reserve Board with respect to acceptance trans- 
actions must continue to be liberal. I can well foresee the time 
when American dollar acceptances will be outstanding to the 
extent of more than one billion dollars in credits granted all over 
the globe. 

Three years ago, when it was my privilege as a member of the 
International High Commission to visit South America, I found 
that the banks in that hemisphere hardly realized that there 
existed such a thing as dollar exchange or an American bankers' 
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acceptance, and our own banks and merchants had to be coaxed 
into using them. Now these acceptances are well known and 
eagerly sought all over the world. 

And as our banking power and machinery develop, there 
unfold new opportimities for foreign branches of American banks. 
There are today about fifty branches of American banks in 
foreign countries, besides a considerable number of affiliated 
banks and sub-agencies largely in Latin-American countries, and 
more are being opened every month of the year. Hie Federal 
Reserve Bulletin in its recent numbers has given the fullest data 
concerning the operations of the banking institutions engaging 
in these foreign enterprises. They are covering at present almost 
every country in South and Central America, they have pene- 
trated the Philippines, Japan, China and India, and we find them 
established in England, France, Italy, Spain, Belgium and 
Russia. 

But while much has been accomplished as a bc^ginning, while 
the marvelous strides that our banking syst^n has made during 
the war are as unparalleled as the rapid creation, equipment, 
training and transportation of our armies, more remains to be 
done. While it is most satisfactory to note that several discount 
companies and acceptance corporations have been organized, it is 
my belief that the future will show a very distinct need for a 
larger nimiber of acceptance corporations. 

As the liberty loan bonds are absorbed by the public and as 
the paper secured by these bonds and rediscounted with the 
federal reserve banks is liquidated, the enormous resources of the 
Federal Reserve System will become available for r^ular invest- 
ment in bankers' acceptances to a larger extent even than in the 
past, and will prove a tower of strength, protecting our discount 
market at rates which will compare favorably with those of the 
strongest amongst the old established countries. 

These conditions are likely to bring about a constantly growing 
demand for American acceptances, and I hope that not only 
banks and acceptance corporations but also private banking 
firms will energetically cultivate this new field of enterprise. 
As is wdl known, private bankers were pioneers in England in 
developing the foreign acceptance in business. 

The war being over, it is now the privilege of our bankers and 
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ders to make themselves generals in the arts of peace, and to 
call out as volunteers the best talent, now happily again available, 
for the constructive pursuits of commerce and trade in all parts 
of the world. 

There is in this call no challenge to England; she will, I am 
certain, retain her logical and traditional position of a world 
caiter of commerce and finance. Moreover, once we retinn to the 
time when trade between nations is no longer financed by the 
issue of government bonds, the old machinery of bankers' accept- 
ances and investment banking will be so heavily taxed in both 
countries that England and the United States, aooa to be joined, 
we aU hope, by France, will be only too glad to find partners with 
whom to divide the burden and, rather than envious competition 
in securing the load, there will be a tendency of wishing to place a 
fair share of it on *' the other fellow/' No doubt some of the neu- 
tral countries, whose financial strength and independence have 
greatly increased during the war, will play an important r6le; 
while Germany's place as an international banker will have to be 
considered as vacated for some time to come. 

Bankers' acceptances, however, while important factors as 
temporary equalizers of international balances, and invaluable, 
furthermore, in their incidental effect in creating centers into 
which other conmierdal and financial transactions will naturally 
flow, cannot be expected to offer the proper medium for settling 
the vast permanent indebtedness to us which we expect to see 
accumidating from year to year. These large balances must be 
offset not by temporary credits but by an outri^t transfer to us 
of foreign assets. This may be brou^t about essentially in four 
ways: 

1. The debtor country may sell to our govemment its own government obliga* 
tioDS (our govemment in turn financing itself by the sale of United States Gov- 
emment bonds substantially in the same manner as adopted in financing our 
Allies during the war). Or 

9. The ddbtor country may sdl to our investors (instead of to our governaaent): 

(a) Its own govemment obligations, or 

(b) Industrial stocks or bonds originating within its own boundaries, or 
(e) Stocks or bonds owned by it but issued in other foreign countries. 

The first method is not likely to be employed extensively 
beyond the b^inning of the transition period. The other three 
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methods are the ones that in the long run we may expect to see 
develop as the most practicable forms for which we must prepare 
ourselves. 

In order to bring about in the United States the successful 
absorption on a large scale of foreign securities, it is necessary that 
oiu: investing public be educated properly to appreciate these 
foreign investments. That will only be possible as our banks and 
our business men going into foreign countries bring back to the 
''folks at home" frank and reliable information concerning the 
risks and chances of the proposed investment, concerning the 
resources of such countries, the character of their people and their 
political and economic conditions. 

Intimate commercial relations with foreign countries create 
the atmosphere of understanding, interest and sympathy which 
alone renders possible comprehensive international financing; 
and inversely it is such financing that encourages the growth of 
trade relations. There is a relationship of dose mutuality 
between business man and banker in this respect. For the fullest 
success one is dependent upon the other, and the country at this 
juncture depends upon both. To go out into the world, to study 
foreign conditions, to open new avenues of commerce and finance 
and to develop in this coimtry a group of men whose word and 
judgment with r^ard to foreign enterprises we shall willingly 
trust, is a national enterprise that should appeal to the ambition 
and public spirit of the ablest of our coming bankers and business 
men. 

In times of temporary adverse trade conditions or unexpected 
emergencies, the ownership of foreign securities is moreover of the 
greatest value to the country. We need only to think of the inval- 
uable source of strength they proved to England during her hours 
of trial. I believe we may safely say that it was the use of these 
foreign holdings (North American and others) that enabled 
England to finance her own foreign purchases and those of some 
of her allies without breaking the rate of exchange of the pound 
staling dining the first period of the war. But from this episode 
we should draw the lesson that the advantage of holding foreign 
securities consists iu no small degree in the ability of selling them in 
several markets, and in creating a market here for foreign secur- 
ities we ought to remain mindful of that fact. 
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Before 1914, the large holdings of American securities in Eu- 
rope and their wide market on both sides of the ocean furnished 
an important instrument for equalizing temporary debit balances 
by the so-called "" arbitrage" of securities. The back flow of our 
own securities must have destroyed very largely these econom- 
ically important pre-war conditions. We can well imagine that 
govemm^t bonds with international markets will play an im- 
portant rdle in restoring the basis for an easy exchange of securi- 
ties, that is, a healthy trans-Atlantic bond arbitrage. In going 
into these new fields of fordgn investment and trade, let us start 
out with a generous, sympathetic and receptive mind; with open 
purses — ^but also with open eyes and conscious of our serious 
responsibilities in the matter. 

It is unfortunately true that wherever the faithful pioneer 
goes, there also migrates the crook. In opening the markets to 
foreign financing, almost every country fell victim to the occa- 
sional robberies perpetrated by reckless promoters. The local 
knowledge of American business men and bankers living in these 
foreign countries may prove an invaluable protection in scru- 
tinizing these propositions. But, if I may be permitted to express 
my thoughts in the premises, I believe that for the better protec- 
tion of both the public and the careful and self-respecting banker, 
it would be advisable to establish some g^ieraUy accepted rules 
governing the information to be contained in a prospectus offering 
for sale foreign securities. Every great international market 
enjoys such rules, established either voluntarily by the stock 
exchanges or by the government. 

If we are to be a world center of finance* as I am profoundly 
convinced we shaU be» I believe we ought to take steps that will 
give to the American prospectus the same standing and prestige 
as is enjoyed by those of the leading European markets. I can 
well imagine that by common and voluntary agreement some sort 
of a future capital issues committee might be organized in each 
federal reserve district to give its stamp of approval to every 
such prospectus before the quotation on the stock exchange be 
granted or the offer be made. 

Such approval would not signifiy the passing upon the intrinsic 
merit of the security involved, but it would give assurance that 
all essential facts, and nothing but authentic information, be 

94 



\ 



S54 The Annals of the American Acadebct 

contained in the prospectus and that they be stated over the 
signature of the borrowing government or corporation and the 
issuing house. This is, as a matter of fact, no more than a 
responsible issuing house would observe. It would be a burden, 
therefore, only upon less conservative firms, upon which a check 
ought to be exercised. While, no doubt, some red tape and delay 
would be involved in such a proceeding, it would in the long run 
prove well worth while to submit to it. The chairman and 
governor of the federal reserve bank of the district might be 
invited to head the committee, as at present. They and others 
would, no doubt, be found willing in the general interest to 
shoulder the burden. 

When the present Capital Issues Committee in due course, by 
the expiration of the act, discontinues its operations, it is possible 
that such new local capital issues committees might exercise a 
very important function in protecting the country in this further 
respect: Issuing houses in Europe do not generally enter into con- 
tracts for the purchase of foreign securities without first inquiring 
at their headquarters whether or not such issue is in the public 
interest. It must be borne in mind that when concluding these 
loans not only the relationship with the borrowing country must be 
considered, but also the condition of the purchasing country as a 
whole. Excessive foreign loans may at times adversely affect the 
entire network of trade balances, exchanges and interest rates, 
even though the transaction may be of great advantage to particu- 
lar industries, and even though the contracting country itself 
may be heavily in our debt. The situation as a whole, therefore, 
should be carefully weighed in such cases by the Federal Reserve 
Board which, when approached through the local capital issues 
committee, would give its advice. 

It may be timely to point out in this connection that foreign 
bonds payable in several currencies would prove of great value in 
times when gold exportations might become imminent in conse- 
quence of imexpected temporary financial dislocations. In such 
circumstances interchangeable international bonds could well be 
sold abroad in order to replenish our foreign balances, warding off 
to that extent exportations of gold. 

In sketching this program for the future we cannot be unmind- 
ful that in certain important respects it will not meet our imme- 
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diate needs, because it will take time to develop in the United 
States as wide a market for foreign securities as is here con- 
templated, while most urgent demands by foreign nations are 
near at hand. We know that almost all European countries for 
a prolonged period will require food, or steel, or copper, or cotton, 
or machinery with which to rebuild their life and industries. 
Many of them at present have neither gold nor goods with which 
to pay us. Individual and banking credit in some cases has been 
seriously affected, and in others has not yet had sufficient time to 
establish or reestablish itself. Without doubt we shall consider it 
our proud privilege to give whatever we can spare to those that 
deserve oiu* aid, particularly to those who, like France and Bel- 
gium, have an undoubtedly valid moral claim on us, and to that 
end we shall have to continue to reduce our own consumption to 
the necessary degree. 

It is at this point of our consideration, however, that our ship 
strikes a fog bank and that we shaU have to feel our way in the 
mist as best we can. There are quite a number of factors about 
which, for the time being at least, we are uninformed. We do not 
know whether during the transition period Congress is going to 
authorize advances by the United States to foreign coimtries in 
order to provide the means with which to pay us for their pur- 
chases of foodstuffs or other necessities. At present the symptoms 
point the other way. 

If, however, the government itself is not going to finance the 
sale of these goods, the volume of such foreign purchases is likely 
to be reduced or at least delayed so as to synchronize with the 
amounts of dollars that can be raised here by the op^iing of 
temporary banking credits, or by the free sale in our market of 
foreign government bonds or foreign assets. In that case our 
exports are likely to move at a slower pace and there is less likeli- 
hood of a congested demand for goods for export, and therefore, 
prices are likely more promptly to find their own natural levd. 

Conversely, should the United States Government decide to 
advance the amounts involved to the purchasing nations, greats 
immediate stimulation of certain export industries would follow, 
coupled with the resulting possibility of continuing for some time 
at least the exercise of a certain control of prices and distribution, 
thereby causing a more gradual decline. Of the two courses our 
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first impulses, I believe, would make us choose the latter. Closer 
study is likely, however, to gain our support for the first of the 
two methods. 

There is much to be said in favor of a quick return to the natural 
basis. While it must be conceded that unhampered development 
may temporarily produce a greater shock, we must bear in mind 
that on the other hand trade and industry are unlikdy to proceed 
at full speed until there prevails a general and confident f eding 
that a natural solid basis has been reached. What would be 
gained by governmental assistance to our foreign purchases would 
be lost, therefore, by the creation of a sentiment of reserve and 
hesitation caused by the hot-house atmosphere. 

Moreover, now that the war is won, we cannot blink the fact 
that impatience is gena*al to shake off restrictions and bothersome 
regulations, and there is grave doubt as to whether an effective 
control of output, distribution and prices could be continued any 
longer. While the cushioning of the shock might appear very 
desirable on account of its bearing upon imemployment and wages, 
the fact must not be overlooked that by the systematic and wise 
curtailment during the war of expenditures for maintenance and 
new constructions, for necessaries and luxuries, we have now 
happily stored up a reserve purdiasing power which, togeth^ with 
the natural foreign demand, should prove a very efficient shock 
absorber. 

These conditions would not appear to warrant the fear of the 
imminence of very drastic convulsions in the labor market. But 
even a temporary jolt should not frighten labor, provided that 
there results a prompt establishment of a solid basis on which 
business can develop healthily and freely. Weighing all pros and 
cons as far as we are able to see them and realizing that require- 
ments may differ in the several branches of industry and trade, 
it would seem that on the whole the evidence favors an early 
withdrawal of the hand of government in regulating production 
and prices.* 

The policy indicated by the Tl*easury of prompt liquidation of 
government contracts, even though compensation for cancellation 

' I am not induding the activities of the War Trade Board, whose control, in 
certain respects, may have to be continued until the free use of shipping facilities 
win be restcffed to our trade. 
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might involve huge suinfl, appears most advisable in the circimi« 
stances. Prompt payment by the Treasury of all such obligations 
would ease veiy materially the general situation and it would 
enable industry to dean the slate rapidly and thoroughly and get 
ready for the new business that knodbs at our doors. The above 
is stated with the greatest possible hesitation by a skipper who 
knows full wdl that he is in a fog, but who, having recklessly 
agreed to discuss this topic, has no choice but to go ahead on tiie 
best observations and soundings that he is able to make. 

But whether or not our assumptions be correct, in trying to 
survey the fidd of our future financing, we may take it for granted 
that, should our government cease to make advances to our Allies, 
some of them are most likdy to offer for sale in our market their 
own government bonds or notes, or their industrial properties. 
I fed certain that vast amounts of the obligations of our strong 
friends will find a cordial reception here and wiO be readily ab- 
sorbed; but taking it all in all it appears extremely doubtful 
whether our investment houses wiO find it possible to place 
foreign securities on a broad enough scale to meet tiie large 
foreign requirements for our goods. The task wiO be made all 
the more diflSicult, because, as some of these countries have just 
passed through a period of unrest and great fiwAwrJAl strain, we 
may expect the investor to insist on some evidence that new 
political conditions have come to stay and that he may rely on an 
undisturbed economic development before he risks his money. 

On the other hand this period may offer great opportunities 
for the acquisition of most valuable foreign properties. Some 
nations, particularly those with strong credit, might possibly 
prefer sooner or later to dispose of some of thdr national securities 
or assets rather than to increase their indebtedness to us by the 
acceptance of further loans; other coimtries may have to sell in 
order to pay their dd)ts because their national credit has been 
destroyed. From the business point of view it would obviously be 
to our advantage to buy assets of this sort (or, as the case may be, 
to make advances secured by such assets with an option to buy 
them) instead of taking an unsecured long-term foreign govern- 
ment obligation. 

It is evident why, in the long run, it is more desirable for the 
United States to acquire the dectric light and power plants, 
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telegraph and telephone lines, railroads, mines, or other industrial 
plants, than to advance to others the money with which to carry 
these properties; for whoever owns and controls these foreign 
plants is most likely to secure for his nationals the orders for raw 
material and manufactured article that go with their upkeep and 
development. Regular orders of this nature have shown them- 
selves to be a most valuable nucleus around which further business 
crystallizes. 

It is estimated that England, France and Germany before the 
beginning of the war invested aimually an aggr^ate of over a 
billion dollars in foreign countries. For more than four years 
countries like the South and Central American republics and China 
have not been able to secure foreign funds in substantial amounts, 
and while the war has taught them the necessity for a greater 
d^^ree of thrift and more extensive reliance upon their own 
resources, their accumulated appetite for foreign capital must 
now be large. 

Add to that the demands of European nations, new and old, 
and it will be clear that by sheer force of circumstances, even 
though England, France, Holland, Japan, the Scandinavian 
countries and others will take their full share of the burden, we 
shall soon be driven into a position of great importance in inter- 
national finance, and that this responsibility will be facing us 
long before we may expect to see our market for foreign securities 
develop far enough adequately to meet the situation. 

I beUeve that so-called ** investment trusts" wiU ultimately 
play an important r6le in solving this problem. Companies of 
that charact^ are well-known in England, particularly in Scotland. 
As their name indicates, they invest their funds in foreign securi- 
ties and against their assets they issue their stocks and bonds for 
sale in the home market. One important corporation of this 
description has been launched in the United States, the American 
International Corporation. More such companies, I think, are 
boimd to be created, but it wiU take years to establish their 
prestige and standing aU over the cotmtry and to prepare for their 
securities an investment field wide enough to fill our needs. 
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Plans fob a Peace Finance Corporation 

In these circumstances, it occurred to me some time ago that 
by converting the War Finance Corporation into a peace finance 
corporation and authorizing it to acquire directly, or make 
advances on foreign securities, we might create an instrument 
that would promote our foreign trade and at the same time 
greatly assist foreign nations in need of our support during a 
period of political and economic transition. Such a peace finance 
corporation, enjoying the prestige and strength flowing from the 
$500,000,000 capital subscribed by the United States, could 
exercise eflFectively its i)Ower, within certain limits and for a 
limited number of years, to issue its own obligations against the 
foreign securities acquired.* In doing so it might render services 
of the very greatest value in bridging a critical interval. At the 
same time, it would keep the government out of direct touch 
with business transactions, with which, for a thousand obvious 
reasons, it had better remain unconnected. 

For the sake of both our domestic and our foreign problems, I 
believe a plan of this kind is deserving of our most careful con- 
sideration, even though I am reluctant to suggest it because of 
my strong belief that at this time we should remove rather than 
construct war emergency machinery that draws government into 
business and on account of other serious and valid objections 
which at once occur to us. 

The greatest difficulty, and one that cannot be weighed too 
conscientiously, is that of devising a plan which will provide a 
sufficient assurance that we may rely on securing men able, expert 
and independent enough to be entrusted with the administration 
of funds amounting to possibly billions of dollars, men who would 
have to be vested with wide powers in dealing with what, in 
eflFect, would amount to the people's money. In order to win 
the war, and while it lasted, we were willing to concentrate such 
powers in the hands of a few. Would Congress be prepared to 
go that far for purposes of reconstruction? That is doubtful, 
and personally I believe that, in spite of its obvious necessities 
and advantages, the step, involving as it does transactions with 

' These obligations should not be eligible as collateral for notes rediscountable 
with federal reserve banks. They should be placed only as fast as they can be 
absorbed by the investors. 



360 The Annals of ths American Academy 

foreign countries, could safely be undertaken only if we could 
remove every reasonable doubt with respect to our ability of 
seeming the proper men and of keeping the corporation's man- 
agement so separate and distinct from the direct responsibility 
of the government as to protect both the government and the 
corporation from any embarrassment likely to result in dealing 
with foreign nations. 

A solution might be found by providing that the peace finance 
corporation should be administered by a board of directors, of 
whom one each, with the approval of the President, would be 
designated by the Secretary of State, the Secretary of the Treasury 
the Secretary of Commerce, the Federal Reserve Board, the War 
Industries Board, the War Trade Board, the Shipping Board and 
the Food Administration (each selecting at the same time a 
substitute director for their appointee). These directors then 
would elect the general manager and other officers. 

A method of this kind would be likely to secure a non-partisan 
expert administration: a majority would be appointed by non- 
partisan expert men of national reputation and of widely divergent 
interests. I think a board of that kind might safely be entrusted 
with the necessary wide powers; it would embody aU the elements 
that are at present charged with the duty of r^ulating conmierce 
and finance, particularly in their relation to foreign countries. In 
case of vacancies occurring af t^ one or more of the appointing 
boards had ceased to exist, other boards such as the Federal Trade 
Commission and the Tariff Board might take their place, or the 
Board of the Peace Finance Corporation itself might be empowered 
to submit to the president names of candidates. There may be 
many better ways of appointing the board; the above method is 
suggested simply for the purpose of submitting an illustration. 

In many foreign countries there are men now on the ground, 
serving as emissaries of the Department of Commerce, or as 
representatives of the Treasury, or acting in connection with the 
business operations of the army and navy or the American relief 
organizations. Would it not be possible to constitute from men 
thus available abroad and the best men qualified in the United 
States, advisory commissions to cover each country, not only in 
Europe but also in South America and Asia? These men might 
render invaluable services to a peace finance corporation, and 
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ultimately tfaey would become important factors in creating in 
the United States the atmosphere of knowledge and miderstanding 
of foreign conditions so important for the development of our 
future trade and finanoes. At the same time it will be very 
desirable to have available in some of these ooimtries groups of 
men who will keep an eye on the proper distribution of goods 
furnished by us. 

"Whatever form of financing, however, the reconstruction 
period may bring, whether securities issued by our own govern- 
ment, or by a peace finance corporation, or by foreign govern- 
ments or foreign corporations, it is certain that their successful 
absorption will depend upon the saving capacity of our people. 
I believe we cannot emphasize too strongly that the time has not 
yet come when our people may relax their efforts to curtail un- 
necessary consumption, both for the sake of releasing for export 
the greatest possible quantities of goods, thereby stimulating our 
^port industries, and for the purpose of accumulating funds 
available for investment. The slogan *^ don't stop saving food" 
would gain in scope and strengtii by abbreviating it into '"don't 
stop saving!'' Our more than twenty-one million liberty bond 
holders must be trained to become permanent investors; thrift 
must become a national virtue, a priceless inheritance left to us by 
the war. The splendid saving mechanisms now in use should be 
continued and expanded; they should not be permitted to die 
out when government borrowing ceases. 

It is most important that our coining victory loan be absorbed 
so far as possible not by bank borrowings, but by genuine savings. 
Thanks to the strength provided by the Federal Reserve System, 
our banks have been able to meet the strain of the war in a most 
admirable way, and, as in every previous loan, they will be found 
prepared for whateva* burden the next loan may bring. 

But do not let us be unmindful of the fact that since our entry 
into the war the reserves of the federal reserve banks have faUen 
from 85 to about 50 per cent; that the aggregate investments of 
federal reserve banks have increased in that period from $225,000,- 
000 to over $2,800,000,000; and that the proportion of national 
banks' investments to deposits at present amounts to 180 per cent 
against 110 per cent at the beginning of the war in 1914. 
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Government Bonds and World-Wide Inflation 

We are near tlie crest of the wave of world-wide inflation. As 
it was generated and fostered by a chain of interlocking effects and 
reactions of extraordinary demands for certain goods, reduced 
power of production of others, rising prices, rising wages, vast 
issues of government bonds and circulating notes, so with the 
approaching end of the issues of government loans we may 
expect to see the beginning of a gradual contraction of note-issues 
and deflation of prices and wages^ and a return to more normal 
conditions of production and consiunption. 

So far as the banking situation is concerned, deflation wiU have 
to be brought about primarily by the people's efforts to save and 
by a contraction of loans f oUowing the shrinkage of prices of goods 
and reduction of the volume of inventories. On November 8, the 
751 member banks in leading cities submitting weekly reports to 
the Federal Reserve Board held $1,200,000,000 of loans secured by 
government war obligations in addition to $1,806,000,000 of 
government securities (exclusive of $268,000,000 deposited for the 
issue of national bank currency), making the total holdings by 
these reporting member banks of government war obligations and 
paper secured by such obligations in excess of three billion dollars, 
of which a substantial proportion was pledged as security for loans 
obtained from federal reserve banks. On the same date the 
amount of this class of paper which the federal reserve banks had 
discounted for their members aggregated $1,317,000,000. 

The government bonds held by the banks ought to be absorbed 
by the public as fast as possible and the expanded position of both 
member banks and the federal reserve banks correspondingly 
lightened. Depositors by turning into investors would reduce 
our deposit structure, which from the beginning of the war in 
1914 has risen from $21,330,000,000 to about $32,000,000,000, and 
thereby decrease the banks' reserve requirements. This in turn 
would have the effect of reducing the re-discounts made by 
member banks in order to provide the necessary reserve balances 
with federal reserve banks. 

* Wages control prices and prices control wages; they have to move together. 
I cannot but believe that Mr. Gompers had in mind in his recent speech the 
preservation of the relative position of wages; that is, their purchasing power 
(baaed upon index numbers or what is spoken of as real wages, as distinct from 
nominal wages). Any other thought is an impossibility. 
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While it is possible that the aggr^^te of investmeiits of the 
federal reserve banks wiU still rise in consequence of the pay- 
ment of the installments due on the fourth liberty loan and the 
victory loan to be expected in the spring, we must hope that the 
peak may be reached in the near futiure and that from then on we 
may witness a continuous and substantial decline in bank invest- 
ments and a corresponding rise in the percentage of reserves. 

Nothing could be more beneficial to the prestige of the United 
States as a world power in finance than the early and courageous 
lifting of the gold embargo. It is true that before contemplating 
this step» it will probably be necessary to have an ample tonnage 
at our free disposal for the unhampered transportation of our goods 
(and other conditicms will have to be considered which it would 
lead too far here to discuss), but it is also true that the stronger 
our gold reserve at that time, the more readily wiU we be able to 
envisage with complacency the probability of the consequent 
exportation of sums of gold which, conceivably, may amount to 
hundreds of millions of dollars. 

It is for this very important reason that it is sincerely to be 
hoped that the people by saving and curtailment of unnecessary 
consumption and expenditures, and that the business community 
by a program of wise moderation, particularly dealing with non- 
essentials, — ^and as long as this can be done without creatiiig 
unemployment, — ^will do their share in consolidating both our gold 
and investment stiength, on which two factors, our ability to se- 
cure our proper position in foreign lands and our power to act 
boldly and generously in dealing with other nations, are largely 
predicated. 

Over-expansion of deposits and note-issues must not be per- 
mitted to tie up our reserves to such a degree as to interfere with 
our power to let gold go out freely. While we are still in a position 
of great strength, we must remain conscious of the necessity of 
not forgetting our limitations. 

If by the exportation of large amounts of gold or a continual 
increase of investments our Federal Reserve System's cash re- 
serves would fall from 50 to about 40 per cent, that by comparison 
with other countries would still look like a very high reserve. 
Do not let us forget, however, that in Europe reserves before the 
war were considered to be near a normal level at approximately 60 
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per cent, and that tliat was at a time when central bank countries 
were saturated with gold, owing to the hundreds of millions in 
actual gold carried in the pockets of the people, whfle now this 
important secondary reserve has been wiped out in almost all 
leading countries. They have wisely concentrated that gold in 
the central banks in order to have it serve as a basis for their vastly 
increased note and deposit obligations. LogicaUy, future central 
banks' reserve standards ought, therefore, to be higher than those 
of the past. While we must resign ourselves to the conclusion that 
it will be a *Mong, long way" to the realization of any such hope, it 
is all the more evident how important it is for all countries firmly 
to envisage this goal of strengthening their present financial 
position by a gradual deflation, and continued efforts to concen- 
trate all scattered gold. 

The world balance sheet has been *' watered" by issuing war 
loans and currency, against things already consumed or of no 
permanent value, to an aggr^^te appraised to exceed the esti- 
mated pre-war wealth of England and Germany combined. The 
squeezing out of this water by gradual amortization of war loans 
and contraction of note issues will prove an important factor in 
reestablishing pre-war levels of prices. 

Some writers hold to the view that increased production of 
goods rather than banking deflation may bring us back to a normal 
relation between money and goods. My own belief is that the 
solution must be sought in efforts from both ends. The resultant 
line indicating the trend of prices and deflation would then lie 
somewhere around midway between the highest and lowest points. 

Perhaps I should say a word at this juncture concerning the 
much mooted question of the demonetization of gold as a world 
medium of exchange. In considering the suggestions made in this 
connection I have to think of the deaf old lady who, when asked 
by her table nei^bor whether she liked red bananas, answered: 
'*No, my dear, I prefer the old-fashioned night shirt " I confess, 
when dealing with this problem, that I, too, am old-fashioned. 
I believe that gold as a medium of actual circulation within the 
border lines of countries will more and more be rel^^ted to the 
past; but that as a basis for an elastic circulation and as the 
ultimate means of settlement of international balances, it will 
continue to dominate the world. It will not be dethroned for 
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the reasoiiy if for no other, that such a step could only be taken 
by mutual agreement between gold debtor and gold creditor. 
The position of economic superiority held by a creditor country 
owning a large stock of gold is, however, of so immense an advan- 
tage that it will not be voluntarily relinquished by the large 
number of nations that are the heati poMtdentes. 

Nor do I believe that the world has turned far enough into a 
family of communists seriously to consider the pooling by all 
countries of their holdings of gold. As long as nations have 
separate national budgets and obligations, they are likely to 
wish to retain a distinct ownership of their assets. The problems 
of reconstruction are immense and immediate; the new structure 
must be erected on the most solid foundation and built with 
material that is thoroughly tested and promptly and actually 
available. 

Nor can we deal effectively with the foreign exchange question 
without first freeing our minds from doubtful theories. We must 
ding to the old dogma, that foreign exchange will continue to 
be the result of the foreign trade and credit of each individual 
nation, the balance, so far as not squared by the flow of goods and 
loans and securities (including bills of exchange) or bank balances, 
remaining to be settled in gold. The war, drasticaUy obstructing 
all these natural currents, brought violent and most regrettable 
disturbances to the foreign exchange markets. But we have seen 
that the very approach of the armistice, promising the return of 
normal trade conditions, turned back our exchange rates towards 
their fairly normal level. 

I do not believe, therefore, that there is any necessity for the 
establishment by the government of a foreign exchange bank, 
which has been urged as a reconstruction measure, for the purpose 
of keeping dollar exchange at par, or our discount rate for bankers* 
acceptances at 8} per cent, or for providing the country with 
adequate foreign exchange and credit facilities at fair and equitable 
rates. If it should be shown that American banks and bankers are 
so lacking in spirit of enterprise that our business men, at fair 
rates of compensation, cannot secure adequate facilities for the 
carrying on of their foreign transactions, then such banks should 
be organized. 

In that case, however, it should not be a note-issuing bank. 
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but a plain and unhampered business organization under govern- 
ment control. So far nothing has changed my knowledge and 
conviction that the foreign exchange business in times of peace is 
being transacted on the most modest margin of profits, that our 
American banks, since the shackles were taken off them four years 
ago,'^ have moved rapidly into foreign fields and that they may be 
relied upon to do their share in the future. 

Attention has been drawn to the preliminary steps taken by 
many European nations for the organization of banks designed to 
protect the foreign exchanges of their respective countries. But 
the conditions of these nations are not ours. Countries that are 
dependent upon the importation of goods and at the same time 
have to find means of annually remitting abroad large sums in 
payment of interest and amortization have a very real and serious 
problem on their hands, one from which, happily, we have reasons 
to hope to be immime, at least for some years to come. 

With the vast credit balance annually accimiulating in our 
favor, adverse exchange conditions, barring xmforeseen emergen- 
cies, can normally be brought about only by excessive foreign 
investments and these can be adjusted by a modification of 
our financial policy at home, but not by the operation of a foreign 
exchange bank. Nor would it have been within the power of such 
a foreign exchange bank to stabilize our dollar exchange during 
the war. 

It is now well understood that apart from the interruption 
of oiu: trade with neutrals, the prevailing and regrettable dis- 
turbance in our neutral exchanges was largely a question of the 
use of the proceeds of our loans granted to our Allies, and of other 
"force majeur" influences which it would lead too far to enter 
into, but which would have been beyond the power of such a 
bank to r^ulate. As stated before, when the seas are open to 
our unhampered trade and when our foreign loans are under 
proper control, with our huge gold stock and an effective discount 
market, oiu* foreign exchange situation can be protected without 
the creation of a new government bank. 

Nor is such a bank necessary in order to put our discount rates 

■ It was only two years ago that the power was granted to national banks to 
combine in holding stock in banks organized to do foreign business. The 
national charter for such foreign banks has not yet been granted, in spite of 
the urgent and persistent representations of the Federal Reserve Board. 
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on an equal levd with those of London. It cannot be denied that 
it is an anomaly, which rankles in the minds of some of our critics, 
that our acceptance discount rate should at present be at 4} per 
cent, while the British rate iaatS^ per cent at a time when Eng- 
land is borrowing from us at a rate well in excess of 4} per cent. 

So long, however, as the United States Treasury has to raise 
about one and a half billions per month by the sale of Treasury 
certificates at 4^ per cent, it is evident that a reduction by the 
federal reserve banks of their discount rate to 3^ per cent would 
only have the effect of inducing the banks and trust companies to 
sell all their acceptances to the federal reserve banks at that rate, 
b order to buy Treasury certificates at 4^ per cent, or commercial 
paper at 6 per cent. 

In other words, it would tend to encourage expansion and at 
the same time destroy the broad market for acceptances which, 
as a result of the labor of several years, has been developed, with 
a constantly growing number of banks purchasing these accept- 
ances. The low rate, if adopted, would be likely to make the 
federal reserve banks the only market. If, on the other hand, 
the Treasury reduced its rate on certificates to S^ per cent it 
would court certain failure in its attempt to raise the vast amounts 
required each month. 

As against these conditions, it may be taken as a fact that the 
low acceptance rate established in England proved of a very real 
value to our Ally on account of its bearing upon the British 
Government's gigantic and highly successful loan operations in 
the home market. jMEust we not ask ourselves whether that was 
not a sufficient compensation for the temporary disadvantage at 
which we were placed? Was not the common object to be gained 
more important than the question of the relative position of van- 
tage between allies? 

As stated before, we may expect that anomalies of this kind 
will cease as soon as Treasuries discontinue to issue government 
loans and when the natural flow of money again dictates the rate 
policy of the countries under the leadership of their central banks. 
It cannot take long for a natural adjustment to take place on 
these lines and we can well afford to be patient in the interval, 
whether it extends over half a year or even a little longer, during 
this transition period of reconstruction. 
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Was it not the redeeming feature of the horrors through which 
we were passing that for a common aim men w^e willing to share 
with one another suffering, deprivation and death? And is it not 
one of the most inspiring features of reconstruction that a spirit 
of competition in giving and sharing with one another has come 
to us to take the place of the one-time spirit of keen competition 
for possession and position? 

Is THE United States to be the Leading Financial Countby? 

In thinking of financial reconstruction and of the fijiancial 
world of the futiu^e, do not too many amongst us have this one 
thought uppermost in our minds: is the United States hereafter 
going to be the leading financial coimtry? In other words, are we 
going to take England's place as the foremost financial power? 
Do not these men forget that if England were to surrender her 
entire trade and banking to us we should collapse, and that if we 
were to mdoad all our business on her, she would break down 
under the burden? 

The whole truth of the matter is that we have both grown to 
be pillars supporting the same structure and that neither can fall 
or become weakened without bringing danger or disaster on the 
other. England, herself the owner of billions of foreign obliga- 
tions, will remain the banking center of Europe, a world clearing 
house for goods and credits. I believe that her banks and ours 
will be found in close cooperation, sharing the burdens in bond 
issues and credits, and relieving each other as the tide may swing 
from time to time. 

Personally, I think it is finer and healthier for us not to think 
so much of the rank as of the responsibility of our position. 
Amongst nations, as amongst men, it is not prudent to place one's 
self on a pedestal overtowering the rest. Whoever rises too far 
above his neighbors ultimately makes himself their target. 

Moreover, conditions of too glaring advantage do not remain 
long without the disproportion being adjusted in one way or an- 
other. An over-abundance of capital and material on our part 
will soon draw towards our shores as an equalizing force a stream 
of men anxious to divide with us our position of advantage, and 
surplus capital flowing into poorer countries will help them to 
develop their own resources. The ultimate course of the process 
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of adjustment will largely be influenced by the attitude and 
power of labor, and our future tariff policy. 

If I read aright the signs of the times, England and the United 
States, soon to be joined by France, allies of the past, will be 
partners rather than competitors in the future — partners not of 
a close corporation to the exclusion of others: it will be a partner- 
ship wide open for any respectable new associate wishing to enter. 
Or perhaps we might more properly term them joint trustees, with 
others, administering a great public trust. If there is to be 
immediate and intense competition between their peoples, it 
ought to be on this one and only ground: '*Who will be able to 
save most in order to be able to help most. " 

The ownership of no less than $8,000,000,000 of foreign govern- 
ment obligations (probably billions more before we are quite 
through) conveys to the government of the United States the 
possession of a master key controlling the foreign exchange market 
for some years to come. 

Nobody is wise enough to say today what the ultimate dis- 
position of these foreign bond holdings will be. Some bonds may 
be actually paid off when due; others may have to be renewed by 
our government; in other cases foreign governments, when their 
bonds mature, as a renewal operation may offer their own bonds 
for sale to the American investor (instead of to our government). 

We may assume, however, with entire confidence, that the 
United States is not going to be a hard and exacting creditor. 
While our government may find that, as a matter of protection 
against unexpected economic or political developments, it may be 
advisable to keep a certain portion of our foreign loans in bonds of 
a reasonably short maturity, renewable from time to time, there 
cannot be any doubt that the decisions of any future administra- 
tion concerning the ultimate liquidation or continuation of these 
debts will not be reached from mercenary or selfish motives, but 
that they will spring from considerations of the larger duties 
towards the world as a whole, and from minds fresh with the 
memories of the sacred purposes for which these obligations were 
incurred. 

It would unduly tax your patience to give a complete list of 
the things in which I do not believe, but it may not be inopportune 
for me to digress here for a moment in order to express the hope 
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that Congress may see its way clear to exempt from taxation the 
interest received by foreigners on bank deposits in the United 
States^ or on their investments in loans, discoimts or American 
bills of exchange. Other comitries, e.g.y England, have imposed 
taxes on income received by foreigners on permanent investments; 
but England has never undertaken to tax foreigners on revenues 
from sources of income which do not constitute permanent 
investment. England, not only commercially but also financially, 
is a free trading coimtry, and it is largely to her liberal attitude in 
this respect that she owes her position as the world's banker. 

Petty and vexatious taxation of revenues from bank balances 
and bills of exchange will result in placing a severe handicap 
upon American banks in their efforts to give to American paper 
and American balances the same standing as that enjoyed by their 
British brethren. Such taxation not only impedes the free flow of 
money but in the final analysis hurts the American borrower, 
who will be the one to "pay the piper*' by being compelled to 
stand the higher interest charges which would result. I should 
earnestly urge, therefore, that Congress examine this question 
very seriously when framing the revenue bill now under considera- 
tion. 

Justaslwas finishing the writing of this article, there came to 
my knowledge an abstract of the report of the British Committee 
appointed to investigate the question of currency and foreign 
exchange after the war, of which Lord Cunliffe, the este^ned 
ex-Governor of the Bank of England, is the chairman. It was 
extremely gratifying to find that the conclusions reached by this 
committee bear out entirely the thoughts that I have ventured to 
express in this paper with regard to Treasury borrowings, discoimt 
rates and deflation. 

The report urges as prerequisites for the restoration of an 
effective gold standard, ' ' which should be restored without delay " : 

The cessation dt government borrowing as soon as possible after the war, and 
the provision at the eariiest possible moment of an adequate sinking fund for 
the purpose of bringing about a regular annual reduction of capital liabilities; 

A cautious reduction of the outstanding uncovered note issue and a greater 
concentration and strengthening of the gold reserve; 

And, furthermore, the bringing into effect of the " machinery, which long expe- 
rience has shown to be the only effective remedy for an adverse balance of trade 
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ftnd an undue growth of credit.*' This machinery is defined as '*the raising and 
making effective of the Bank of England's discount rate, which before the war 
operated to check a foreign drain of gold and the speculative expansion of credit." 
"This necessity," the report says, ''cannot, and should not, be evaded by any 
attempt to continue differential rates for home and foreign money after the war."* 

Lord Cunliffe's sound advice to let business return as soon as 
possible into its old and tried channels will no doubt be heartily 
acclaimed by our business men and bankers. 

Under the able leadership of the Secretary of the Treasxuy — ^in 
whose retirement we regretfully lose a courageous and efficient 
general, deserving of the country's deep gratitude, — our task of 
war financing has been most brilliantly performed. The Federal 
Reserve System, now imf olded to a position of power and influence 
far b^ond the early expectations of its very proponents, and the 
banks of the country, placed through it upon a new basis of safety 
and of wider scope of operation, wiU show themselves physically 
and intellectually equipped for their larger tasks whenever the 
moment comes for the Treasury safely and properly to return to a 
peace footing in the exercise of its own functions. 

May I avail myself of this opportunity to state that I believe 
the country is to be sincerely congratulated upon Hon. Carter 
Glass's appointment as our next Secretary of the Treasury. 
Nobody has done more in formulating and passing the Federal 
Reserve Act than he. Nobody has rendered greater services than 
he in keeping out of harm's way the schemers and dreamers that 
might have endangered or wrecked our banking structure. The 
coimtry is deeply indebted to him today, and I am certain that as 
Secretary of the Treasury he will add further distinction to his 
record of pubHc service. Through five years of intimate associa- 
tion, I have grown to know and sincerely admire this imassuming 
and unselfish man as one of oiu" finest citizens and as a fearless 
fighter sacrificing himself without stint or reserve for whatever 

*The report is significant, furthermore, in its unqualified recommendation 
that ''the gold reserves of the country should be held by one central institution 
and that all banks should transfer any gold now held by them to the Bank of 
England." That is exactly the policy the Federal Reserve Board persistently 
urged upon Congress, a policy fortunately adopted and since enacted into law. 
Without such amendment it would have been impossible for the Federal Reserve 
System to accumulate the more than $2,000,000,000 of gold which enabled it 
successfuDy to stand the unprecedented strain of financing the war. 
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he deemed to be best for the country. I consider it a privilege to 
be permitted to pay him this tribute. 

As military victory coidd not be won without the loss of lives, 
so financial victory could not be secured without economic 
sacrifices, not only of a material character, but also of principles 
which normally we hold dear. Inflation of prices and tempo- 
rary surrender of individual freedom of operation are cases 
in point. Success having been achieved, we now are starting 
to wend our way back. We have fairly well reached the top of 
the mountain: we do not exactly know whether it is a peak or 
a high plateau. The transition period will keep us moving over it, 
and then gradually, as we ascended, we shall have to descend 
through the period of reconstruction, until we reach the normal 
level of the future. 

Happily, in the case of finance, the course of our path lies 
fairly clearly ahead of us, because the relations between govern- 
ment and business had been defined by the Federal Reserve Act 
on a modem and satisfactory basis before the war broke out. 
In banking, the formula for private operation under government 
control had been found and put into effect. Conditions are not 
so clear with respect to other and similar problems, such, e.g., 
as the railroads, the financing of which forms a part of our pro- 
gram, which it would lead too far here to discuss. This only we 
might say in conclusion : 

The war has accentuated and vastly accelerated the growth of 
government responsibility and influence in business. This 
development is world-wide at this time, it is natural, logical and 
inevitable. While it will tend to elevate business, tiiere is danger 
that unless carefully safeguarded in both form ana scope, it may 
tend to corrupt and to debauch government. It is this peril that 
we are facing at the moment of our proudest triumph, and it 
must be our serious concern that a national effort bom in idealism 
shoidd not bear the seeds ol idtimate national decline. The 
reconstruction period places us face to face with this problem and 
it is during this period that thoughts will have to be developed 
leading to a solution entirely fair to the people. 

In the case of the railroads, it is not solely a question between 
seciuity holders and shippers; it is a question which affects on the 
one hand the integrity and safety of our future political life, on the 
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other the very foundation of our economic development. The 
next year or two must bring forth legislation which ought to 
be for the railroads what the Federal Reserve Act has been for 
the banks. To find the proper formula will be a national contri- 
bution of the highest order. It will be a difficidt task, but 
just for that reason one worthy of the efforts of the best minds of 
the coimtry. It is not solely a question of railroad technique or 
finance. A larger problem is involved, one that will face us at 
every future step in the evolution of the relation between govern- 
ment and private enterprise, the problem of finding men big, 
trustworthy, expert and independent enough to measure up to 
the task, and to make the task independent, dean, non-partisan 
and dignified enough to measure up to the men. 

Until that phase of the problem is solved, government regula- 
tion or operation in times of peace will remain imperfect and fraught 
with dangers threatening to outweigh its benefits. No time ever 
was more propitious than the present for making a determined 
start in this direction. 

The reconstruction period is pregnant with the seeds of good 
or evil; what it brings forth will depend upon the care and devo- 
tion that the country gives to its problems. It is a period, as its 
name indicates, for constructive thought, not for destructive 
criticism. If the flower of our manhood is willing to serve the 
country during reconstruction and peace as it did in times of war, 
and if the country's new and larger duties, and its higher concep- 
tions of them have taught it to want as its servants none but the 
truly best, then we may look into the future with hope and 
confidence that we may prove ourselves competent and faithful 
guardians of the sacred trust which this glorious period has placed 
into our hands. 
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